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Third Article 


In the March instalment the writer undertook to show that 
the published certified balance sheets of industrial corporations 
differ so widely in form and arrangement that it is impossible to 
make comparisons without first re-arranging them so as to bring 
about a uniform grouping of the different classes of assets and 
liabilities. Five typical published balance sheets were submitted 
in order to illustrate the wide divergency in the form and arrange- 
ment of balance sheets prepared by certified public accountants. 
The writer also undertook to show that the published balance 
sheets of all industrial corporations can be arranged uniformly, 
and so as to make the arrangement equally clear and useful to the 
stockholder, bondholder, credit man, banker, financial statistician, 
etc., regardless of whether the current assets and liabilities precede 
or follow the permanent assets and liabilities. Of course the 
writer does not mean to imply that any method of arrangement 
which he has advocated will bring out information which could 
not be secured from some other arrangement. No method of 
arrangement can disclose information which should be included in, 
but which very often is omitted from, the text of the accountant’s 
certificate. 

It is desirable that balance sheets should be framed according 
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ZIXED ASSETS: 
LAND, BUILDINGS, AND EQUIPMENT: 
Land (cost) $140, 260) 00 
Buildings (cost) $665,745.00 J 
Reserve for Depreciation 151,218.00 $14,527/ 00 
Equipment (cost) 85,362.00 
Reserve for Depreciation 37,195.00 48,167) 00 
Equipment (cost) 11, 440,00 
Reserve for Depreciation 5,118.00 } 6,322) 00 
Equipment (cost) 6,284.00 
Reserve for Depreciation 2,312.00 3,972) 00 
Stable Equipment (cost) 26,311.00 
for Depreciation 9, 240,00 17,071} 00 $730,319 |00 
GOOD WILL 250,000 |00 


SINKING PUSD INVESTMENTS: 


Securities and Cash in hands of Trustee 
representing the accumulated cash 
instalments transferred to the 
Bond Sinking Fund 138 , 262 |00 


QUTSIDE (INVESTMENTS: 


Permanent Holdings: 
Majority Ownership in the Capital Stock 


of three allied Corporations (cost) 460,000 |00 
Other Investments: 
Income-producing Real Betate (cost) 262,000) 00 
First Mortgages on Improved Real Estate 66,400! 00 328 , 400 |00 
CURRENT ASSETS: 
Cash in Banks and on Hand 75,056] 00 
Accéunts Receivable: 
Trade Debtors 366,415.00 
Less: 
Reserve for Doubtful Accounts 7,214.00 
Other Accounts Receivable 6,840. 00 366,041! 00 
Notes Receivable 00 
Interest Accrued on Notes Receivable 210, 00 
Interest Accrued on Mortgages Receivable 940 00 
on Hand (cost) 916,440.00 
es: 
Reserve for Shrinkage in 
Inventory Values 22,618.00 893,822) 00} 1,352,682/00 
EXPENSE ITEMS PAID IN ADVANCE: 
Insurance Premiums Unexpired 2,715 00) 
Advertising Prepaid; Catalogs, etc. on Hand 9,216 00) 
Warehouse Supplies on Hand 2,79 00) 
Office Supplies on Hand 329 00 
Stable Supplies on Hand 274 00) 
Interest Prepaid on Notes Payable Discounted 1,14] 00) 16,477) 00 
$3,276 340/00 
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COMPANY 


30, 1911, 


LIABILITIES AND MET WORTH 
LIABILITIES: 
Bonds Outstanding: 
First Mortgage 


oupon Bonds 
due July 1, ase (Interest payable 
January and July 1st) 


Mortgages Payable: 
Mortgage Liens (5%) on 
Income- produc ing Real Estate 


CURRENT LIABILITIBS: 


Accounts Payable: 
Trade Creditors 
Other Accounts Payable 


Notes Payable: 

Collateral Demand Notes (44%) 
(Secured by the assignment 
of $50,000 of 5% Mortgages 
Receivable included in the 
item of $60,000 per contra) 36 

Notes Discounted at Bank 4 

Notes Issued for Merchandise 


Accrued Items: 
Salaries and 8 Accrued 2,485. 
Interest Accrued on Bonds 18,000, 
Interest Accrued on Mortgages e 
Interest Accrued on Notes 616.00 
Taxee Accrued (estimated) 3,100.00 


Semi-annual Dividend of 3% - Declared 
on December 50, 1911 - Payable 
February 15, 1912 


$600,000 


$656,000 


124,352 


96,645 


00 


90 


TOTAL LIABILITIES 
ITAL STOCK AND SURPLUS: 


Capital Stock: 
Authorized Issue - 25,000 Shares at the 
par value of $100. 
Iesued and Outstanding - 17,500 Shares 


Appropriated Surplus: 
Bond Sinking Reserved from 
Surplus Earnings (see contra) 


Undivided Surplus: 
Balance December 31, 1910 
Met Profit - for the Year 
Ended December 30, 1911 
(see Exhibdit B) 


320,344.00 
30, 1921 $52,500.00 
30, 1912 52,500,00 


Shrinkage in 
Inventory 


aluee _22,618.00_ 


127,618.00 


1,750,000 


138,262 


00 


co 


955,598 


2,320,742 


$3,276,340 
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Assets 
CURRENT ASSETS: 

Cash in Banke and on Hand $ 75,056/00 
accounts Receivable: 
Trade Debtors 

Less: 
Reserve for Doubtful Accounts 7,214 
Other Accounts Receivable 4840;00 366,042 
Botes Receivable 16,613 
Interest Accrued on Notes Receivable 210 
Interest Accrued on Mortgages Receivable 940 
Merchandise on Hand (coset) 916,440.00 
Lees: 
$1,352, 


Reserve for Ghrinkage in 
Inventory Values 22,618.00 893,622 


QUISIDR IXVESTMENTS: 
Holdings: 

Majority Ownership in the Capital Stock 

of three allied Corporations (cost) 460, 


Other Investments: 


Income-producing Real Estate (cost) 262 ,000/00 
First Mortgages on Improved Real Estate 66 ,400/00 326, 
SINKING FUND INVESTMENTS: 
Securities and Cash in hands of Trustee « 
representing the accumulated cash 
instalments transferred to the 
Bond Sinking Fund 138 , 262) 
Z1XED ASSETS: 
LAND, BUILDINGS, AND EQUIPMENT: 
Land (cost) 140,260]00 
Buildings (cost) 665,745.00 
88: 
Reserve for Depreciation 152,218.00 514,527 /00 
Equipment (cost) 85,362.00 
Reserve for Depreciation 37,195.00 48,167 
Bquipment (cost) 12,440.00 
Reserve for Depreciation 5,126.00 6,322/00 
games Equipment (cost) 6,264.00 
Reserve for Depreciation 2,312.00 3,972/00 
Equipment (cost) 26,311.00 
ss: 
Reserve for Depreciation 9,240.00 17,071)}00 730,319] 
GOOD WILL 250,000 
EXPENSE ITEKS PAID IN ADVANCE: 
Insurance Premiums Unexpired 2,715)00 
Advertising Prepaid; Catalogs, etc. on Hand 9,216/00 
Warehouse Supplies on Hand 2,798}00 
Office Supplies on Hand 329/00 
Stable Supplies on Hand 278/00 
Interest Prepaid on Notes Payable Discounted 1,141/00 16,477 
$3,276,344 oo 
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CURRENT LIABILITIES: 
Accounts Payable: 
Trade 


Notes Payable 
Demand 
ur y 
of $50,000 of 5% Mortgages 
included in the 
item of $60,000 per contra) 35,000, 00 
Notes Discounted at Bank 40,000.00 
Notes Issued for 00 


Accrued Items: 
Salaries and Accrued 2,485.00 
Interest Acc on Bonds 16,000,00 
Interest Accrued on Mortgages 1,700, 00 
Interest Accrued on Notes 816.00 
Taxes Accrued (estimated) 3,100,00 


Semi-annual Dividend of 3% - Declared 
on December 30, 1911 - 
February 15, 1912 
LIABILITIRS: 


Bonds Outstanding: 


$6 ,000/00 


= 25,000 Shares at the 
par 


Appropriated ust 
Bond from 
Sugplus Barnings (eee contra) 
Undivided Surplus: 
Balance 1910 320,344.00 


December 31, 
Profit fer tho Year 


Ended December 1912 
(see Exhibit B) 


inkage 


value of 
Issued and Outstanding - 17,500 Ghares 00 


955,598 
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LIABILITIES AUD MET WORTH 
$124,000.00 
Other Accounts Payable 352.00 $124,352 
96,645 | 
26,101 H 

july 
January and July ist) 600,000 

Mortga 
Liens (8%) on 
Income-producing Real Bstate 900} OC 

TOTAL LIABILITIBS 
CAPITAL STOCK AND SURPLUS: 

| 
Deduct: 

Dividends - 
Declared June 
30, 1911 $62,500.00 
Declared 
December 
30, 1911 $2,500,000 
keserve for 
432,400 
| $3,276,340 
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to uniform methods, and there 1s no good reason why the account- 
ing profession should not adopt uniform methods in respect to the 
arrangement of balance sheets, and also in respect to many other 
features of practice which now differ so widely amongst practi- 
tioners as to make it appear that accountancy is nothing akin to 
science, but merely a matter of personal opinion. 

The discussions and illustrations thus far have dealt more 
particularly with the condensed form of balance sheets, and apply 
to both mercantile and manufacturing businesses. In this instal- 
ment two detailed mercantile balance sheets are submitted (pp. 
316-319). The mercantile balance sheet is shown according to the 
two forms of arrangement advocated by the writer in the March 
instalment. Readers of THE JouRNAL who are interested in this 
series of articles are specially requested to examine the two forms 
of arrangement, and to compare them in order to determine 
whether the writer is correct in his contention that one of these 
forms is quite as clear and useful as the other, and that a practi- 
tioner may select either form of arrangement and feel that he is 
presenting a balance sheet which is understandable, so far as 
arrangement is concerned, and consistent with the arrangement 
of those who may select the other form of arrangement, as illus- 
trated in this instalment. 

The next instalment will deal with mercantile profit and loss 
statements. 


ComMENTs Upon THe GENERAL ARRANGEMENT OF THE BAL- 
ANCE SHEETS 


Both the balance sheets submitted exhibit the assets and lia- 
bilities arranged according to groups, each group having a sub- 
heading which designates the class of items appearing thereunder. 
The balance sheets are identical, so far as items and amounts are 
concerned, the only difference being that the position of the 
groups and their sub-headings are changed so as to bring the fixed 
assets and liabilities first in one case, and the current assets and 
liabilities first in the other case. 


The writer is anxious to learn whether balance sheet No. 1 is 
acceptable to a sufficiently large number of accountants, who 
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prefer to place fixed assets and liabilities first, to justify the 
adoption of the general principles of arrangement which it iius- 
trates ; and whether balance sheet No. 2 exhibits general principles 
of arrangement which are acceptable to those who prefer to show 
current assets and liabilities first. Criticisms which embody the 
critic’s ideas on the changes necessary to make the balance sheet 
conform to his ideas, and a few words of approval from those 
(if there are any) who are in favor of accepting the writer’s ideas 
on the arrangement of balance sheets for mercantile businesses, 
will be greatly appreciated. It is possible to establish general 
principles of arrangement of balance sheet items for mercantile 
businesses only by a sufficient amount of discussion on the part 
of accountants to indicate what the majority of them are willing 
to approve and adopt as standard principles. 

In the following paragraphs an attempt is made to explain the 
reasons for the arrangement of the balance sheet items as shown 
in the two exhibits submitted. 


NATURE OF FIXED ASSETS 


The word “fixed” means established, settled, unalterable, per- 
manent, to have made ready ; something that has ceased to be fluid. 

When a business is started, it becomes necessary to acquire 
certain things with which to operate, to do business ; things which 
will make possible the contemplated operations. In starting a 
business the intent is usually to make it a permanent affair. If 
one is to engage in a merchandising business one must have mer- 
chandise, but not until there is a properly equipped place in which 
to conduct the business. If the owner acquires title to land, build- 
ing, fixtures, furniture, horses, wagons, etc., with which to “run” 
the business, these things are purchased with the idea that they 
will be used permanently, or until those of a wasting character are 
worn out or replaced by improved, larger, or more attractive 
things of the same nature. Land differs from the other tangible 
fixed assets enumerated above in that it does not depreciate by 
virtue of wear and tear or obsolescence. 


If the owner purchases the goodwill of an established business 
the outlay is considered in the light of a permanent one, carrying 
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with it certain advantages which the purchaser considers will be 
of lasting value to the business. The efforts of the management 
thereafter are supposed to be directed toward not only the main- 
taining of those advantages, but also toward making them cumula- 
tive in their effects. 

From the foregoing it will be seen that there are three classes 
of fixed assets: (a) Fixed tangible assets of a non-wasting charac- 
ter; (b) fixed tangible assets of a wasting character ; and (c) fixed 
intangible assets. These fixed assets are recorded in bookkeep- 
ing in terms of money, and represent investments which, in nature, 
correspond to the several meanings attaching to the word “fixed.” 
They are “established,” “settled,” “unalterable,” and “permanent,” 
investments, if proper provision is made for depreciation and 
obsolescence; the operating mechanism of the business is “made 
ready” through their acquisition; and they have ceased to be 
“fluid” as soon as they are acquired as tools of the business. Of 
course the amounts of such investments are not necessarily fixed. 
Additions and improvements from time to time cause correspond- 
ing increases in the investments. All things called fixed assets, 
except land, have a limited duration of life, and hence from a 
physical standpoint they are not permanent. As stated hereto- 
fore, the investments in so-called fixed assets are not necessarily 
fixed as to amounts, as additions and improvements bring about 
changes in the money value of the investments. The nature of the 
investments, however, is fixed, and that is the reason for con- 
sidering them as such, and for showing the diminution in the value 
of tangible fixed assets of a wasting character in separate depre- 
ciation reserve accounts. The term “fixed assets” has been used 
so long, and so generally, that it seems unwise to attempt to sub- 
stitute some other term for it. In fact it seems to be a very 
suitable term for the purpose for which it is commonly used. 


(a) Fixed Tangible Assets of a Non-Wasting Character 


Land is the only asset which belongs to this category. (The 
discussions in this article relate to mercantile businesses only. 
Land acquired for a mining business may be of a very wasting 
character in so far as money value is concerned. ) 
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(b) Fixed Tangible Assets of a Wasting Character 


This class of assets comprises all the buildings and equipment 
to which the owner of a business has title, and which are directly 
used in carrying on the operations of that business. There are 
certain things used in every business which are part of the 
equipment, and yet because of their slight monetary value, or 
short duration of life, they are not considered as such, but rather 
as expenses or supplies; e. g., rubber stamps, ink pads, stencils, 
brooms, baskets, rulers, and numerous other articles that are too 
petty to be classed as fixed assets. Ordinary common sense will 
readily prompt one to determine the proper line of demarcation 
between things which are and things which are not fixed assets. 
By the term “equipment” is meant machinery, stock patterns and 
drawings, furniture, tools of sufficient value and duration to war- 
rant their being carried as permanent assets, special equipment, 
mechanical appliances, automobiles for use in the business, horses, 
wagons, harness, etc. 


(c) Fixed Intangible Assets 


Goodwill is the most common asset of this type which is ac- 
quired by a mercantile business. 

Sometimes patent rights, trade-marks, and copyrights, are 
carried on the books at permanent values. When this is done a 
sort of goodwill is virtually created. The life of patents, trade- 
marks, and copyrights is determinable and certain, but there are 
many cases where it is possible to maintain a monopoly of these 
rights by making changes or revisions from time to time and thus 
enjoy all the privileges which accrue from such rights for an in- 
definite time. In such cases the items of patents, trade-marks, and 
copyrights should be shown as fixed intangible assets, for they are 
of the same nature as goodwill. If, however, the items are being 
written down periodically with the intent of reducing them to 
zero, or to some such nominal value as $1, then they may be 
shown under deferred charges to profit and loss, and considered 
as expense items paid in advance, thus belonging in the same 
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category as Organization expenses which are being distributed over 
a period of years. 


VALUATION OF F1xEp ASSETS 


Land should be shown separate from buildings, even though 
the separation must be made on an arbitrary basis. It is possible 
to arrive at a fair valuation of the land as distinct from the build- 
ings. If this be not so, then how is the accountant to say whether 
or not the depreciation of buildings is properly computed? Surely 
it must not be computed on both land and buildings. 

If land was acquired and a building thereafter erected upon it, 
the land should be carried at cost plus improvements and carrying 
charges to date of occupancy. 

It is desirable for the wasting fixed assets to be stated at cost, 
or, in case this is not possible, at re-production cost; and equally 
desirable that the available reserves for depreciation be shown 
separately as deductions from their correlative asset accounts. 
If the accountant cannot ascertain the cost of each class of fixed 
assets on hand, and also the amount of available reserve for de- 
preciation of each class of wasting fixed assets, he should state 
that he cannot certify to the values of such assets, and if he does 
not make this qualification in his report he is misrepresenting the 
scope of his audit and certificate. He certainly cannot certify to 
the correctness of such assets if he does not know what they cost 
or what it will cost to replace them, how long they have been in use, 
and whether or not the provisions for depreciation are properly 
and fairly stated. If he does know these facts he should say so 
in his report. If he shows fixed assets at their cost, or re-produc- 
tion cost, and the depreciation reserves as deductions therefrom, 
he should show in the comments of his report how the deprecia- 
tion reserves are reached ; that is, the rate, time, amount set aside, 
and the charges made to the depreciation reserve accounts for 
items replaced, discarded, or disposed of otherwise. 


There is altogether too much covering up, evading, and dodg- 
ing responsibilities for valuations, in connection with the wasting 
fixed assets shown in balance sheets certified by public account- 
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ants. If an accountant can form a sufficiently accurate opinion 
as to values and provisions for depreciation to enable him to 
certify that “in my opinion the balance sheet shows the true con- 
dition of all assets and liabilities.” etc., then he is either guessing, 
or else he possesses enough information to enable him to show 
fixed assets in a way that will enable one who examines his report 
to form intelligent opinions regarding this important class of 
assets. When one examines a certified balance sheet where the 
biggest amount is covered with some such meaningless phrase as 
“plant, equipment, etc.,” and then realizes that the stock is selling 
much below par, notwithstanding that the balance sheet shows an 
unappropriated surplus, one is justified in concluding that there 
is “something rotten in the state of Denmark.” In other words, 
one knows very well that there is a great deal hidden under that 
innocent phrase “plant, equipment, etc.,” and that the certifying 
accountant has not sufficient moral courage to show the facts, or 
throw down the engagement if the client objects to publishing the 
truth. It is especially important for bondholders to distinguish 
between tangible and intangible assets, and the stockholders have 
a right to have this same information. If depreciation is being 
computed on the water, then the earnings are being falsified, and 
if the accountant cannot verify the depreciation charges, how 
can he certify to the correctness of the profit and loss statement? 

Of course, it does not follow because each separate class of 
wasting fixed assets is shown in the accompanying balance sheet 
at cost, less the available reserve for depreciation, that all balance 
sheets for mercantile businesses can be so arranged. This is the 
ideal way of stating this class of assets, but the ideal way cannot 
be employed when depreciation reserves have not been created on 
the books, and when the management is unwilling to make pro- 
vision for the depreciation of wasting fixed assets. In such cases 
the accountant should state clearly in his audit report that no pro- 
vision has been made for depreciation and obsolescence of wasting 
fixed assets, and that therefore the surplus is subject to a proper 
deduction to cover the omission of this important class of operat- 
ing expenses, or that the deficit should be increased by the addi- 
tion of a proper amount to cover the probable diminution in the 
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value of wasting fixed assets by virtue of wear and tear and obso- 
lescence. 

In other cases the wasting fixed asset accounts will show 
credits which represent provisions for depreciation made regularly 
or irregularly, as the case may be, and computed on the diminish- 
ing balances. In such cases the account may be of such long 
standing, and so complex, as to make it impossible for the account- 
ant to bring order out of chaos, except by analyzing such accounts 
from the beginning of business. 

In the opinion of the writer, if an accountant audits the ac- 
counts of a business for, say, one year, and if the business has 
been running for several years, he should either insist upon 
analyzing the fixed asset accounts and surplus account, from the 
beginning of business, or else state clearly in his audit report 
that he has only verified the charges and credits to these accounts 
during the period covered by his audit, and cannot, therefore, 
certify to the correctness of prior charges and credits, nor to the 
values at which the fixed assets are stated. In other words, the 
audit of charges and credits to fixed asset accounts for a year, 
if the business has been running for more than a year, means 
very little, and is a limited protection to stockholders and bond- 
holders. The fixed assets of a business very often aggregate more 
than all the rest of the assets put together, and it is a well-known 
fact that this class of accounts frequently includes the results of 
financial manipulations,—“water,” faked values, and syndicate 
profits which have found their way into the hands of promoters 
and crooked officials, etc. It is not a very great task to analyze 
the fixed asset accounts from the beginning of business, if in- 
voices covering all purchases from the beginning have been pre- 
served. If they are not available, then the next best thing is to 
make a physical inventory of all fixed tangible assets, and value 
the items at their reproduction cost; then set up a depreciation re- 
serve account for each wasting fixed asset account—crediting it 
with the amount of depreciation based upon the estimated life 
of the units, and computed on the reproduction cost for the time 
such units have been in use. When neither of the above schemes 
is feasible, an appraisal by engineers should be made, and their 
values should be used in adjusting the wasting fixed asset ac- 
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counts. The engineers should state their opinion as to the prob- 
able remaining life of each unit, and these figures, if approved 
by the accountant, should be used in computing the annual depre- 
ciation thereafter—which should be handled through reserve for 
depreciation accounts and not credited to the fixed asset accounts. 
An appraisal by engineers is the last method to employ, and in 
most cases a little ingenuity and resourcefulness. on the part of 
the accountant will enable him to put the fixed tangible asset 
accounts in proper shape. The old idea that the accountant must 
never raise his head above the books he is examining must give 
way to broader views. The writer believes that the time is not 
far hence when accountants will consider that the supervising 
of the taking of the inventories is as much a part of their work 
as the counting of cash; when all the assets will be verified inde- 
pendently of the books rather than “as per books”; and when the 
examination of the books will be secondary to physical examina- 
tions and independent verifications of assets and liabilities. 
Goodwill is or is not a thing of value. If it is, why write 
it down and thus defer prosperity for posterity? Why should 
present stockholders pay for goodwill purchased in good faith, 
and maintained, merely in order that the business may be con- 
ducted “conservatively,” and for the benefit of future stockhold- 
ers? If it is good for those of today, why not for those of to- 
morrow? If it is not worth what it cost, then no doubt it should 
be written down, but not as a measure of conservatism; rather 
as a tribute (?) to the directors’ judgment. In other words, why 
should goodwill be depreciated if it was acquired in good faith, 
and at a value approved by the directors, and if the net worth of 
the business has not become impaired? A prominent New York 
accountant advocates the practice of writing down some fixed 
asset, or goodwill, with the reserve for bond sinking fund after 
the bonds are retired, instead of permitting it to revert to un- 
appropriated surplus. This is sound advice, if goodwill is a 
myth, and if the fixed assets are horribly over-stated, but it cer- 
tainly puts a peculiar aspect on the certificate of the accountant 
who formerly certified that the balance sheet (including a gutta 
percha goodwill and water-soaked tangible assets) exhibited in 
his opinion the true condition of the assets and liabilities. Per- 
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haps the writer has the wrong conception of “true condition,” 
“financial position,” etc. If this accountant’s advice were carried 
out it would seem to indicate that either the reserve for bond 
sinking fund was never created out of earnings, or else that the 
assets which he advocates writing down were falsely stated, or else 
he advocates the creation of secret reserves. 


ARRANGEMENT OF FIxED ASSETS IN THE BALANCE SHEET 


In both of the balance sheets submitted in this instalment the 
fixed assets are shown under the sub-heading of “fixed assets.” 
The tangible fixed assets are shown first, followed by the intangi- 
ble. The former class is arranged with the non-wasting asset 
(land) first, followed by those of a wasting character arranged 
in logical order. The tangible and intangible are not merged into 
one aggregate amount, the aggregate value of each of these two 
classes of assets being separately extended. 

Some accountants use as a sub-heading in place of fixed assets 
the word “property,”’ while others use “property and plant.” The 
term “property” is a good covering word because it means almost 
anything. Every asset to which a business has title is “property,” 
either real or personal. “Property” may cover land, and “water” 
too. It is not a definite term, and conveys very little meaning. 
“Property and plant” is a little better, but it does not necessarily 
signify the kind of property. It also might cover almost any- 
thing. The writer does not wish to criticise prevailing practice, 
but merely submits his humble opinions, and urges clarity, to the 
exclusion of meaningless technical terms. 

Fixed assets should be shown in the same order, whether 
they precede or follow the current assets. They should be ar- 
ranged in the order of their physical permanency and shown at 
cost, or at reproduction cost when the acquisition cost is not 
ascertainable. The total amount provided for depreciation of 
each class of wasting fixed assets, less the charges made against 
such depreciation reserves to cover losses sustained on items dis- 
carded, destroyed, replaced, or otherwise disposed of, represents 
the available reserve for depreciation of the particular class of 
fixed assets designated in the title of the reserve account; e. g., 
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reserve for depreciation of building, reserve for depreciation of 
horses and wagons, reserve for depreciation of office equipment, 
etc. The balance of the reserve account (the available reserve) 
should be shown as a deduction from its correlative asset account, 
and not as a liability. The reserves which should be shown 
on the liability side of the balance sheet are those which are appro- 
. priated from surplus, and which are not negatives. Reserves for 
depreciation of wasting fixed assets, and for shrinkages in outside 
investments, current assets, etc., are not appropriated from surplus 
but from gross revenue. They may exist even though a deficit 
is shown. They are a part of the assets accounts to which they 
relate. 


Tue Nature oF SINKING FuNpD INVESTMENTS 


Sinking fund investments may consist of cash and securities 
representing the accumulated instalments paid over to the trustees, 
plus the increment of interest, for the redemption of bonds out- 
standing and in accordance with the sinking fund provisions em- 
bodied in the bonds and also in the agreement between the issuing 
company and the trustee. 

In some cases bonds contain a provision which permits the 
issuing company, through the trustee, to retire the bonds at any 
time at a certain rate. In such cases the sinking fund instalment 
paid over to the trustee is used in retiring as many bonds out- 
standing as the amount of the instalment will permit, any frac- 
tional balance being carried forward and merged with the next 
instalment. Bonds thus retired should be shown on the balance 
sheet as deductions from the total amount of the bond issue and 
not as an asset under sinking fund investments. 

Sinking funds may be created for other purposes than for the 
retirement of bonded debts; ¢. g., insurance fund, depreciation 
fund, etc. 

The accumulated amount of each sinking fund should be 
shown separately under the sub-heading of “sinking fund invest- 
ments.” 


In the opinion of the writer, sinking fund investments should 
follow fixed assets when the fixed assets and liabilities are shown 
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first, and should come just before fixed assets when showing cur- 
rent assets and liabilities first. 


Tue Nature oF OutsipE INVESTMENTS 


Outside investments may comprise permanent assets, and very 
quick assets. Majority holdings in subsidiary or allied companies, 
or the ownership of all the capital stock of such companies, con- 
stitutes a permanent investment—and yet they should not be 
merged with the fixed assets. Such ownership may be absolutely 
essential to the best interests of the holding company, yet the 
shares are not indispensable to the operations of the business. 
Their real value is bound to fluctuate according to the fluctuations 
of the net worth of the issuing companies, and the shares merely 
represent the right to control the corporations, and the right to 
receive dividends declared. They are not direct tools of produc- 
tion and distribution, and are, as the sub-heading indicates, outside 
investments. They may represent control of, but not title to, the 
assets of the subsidiary corporations. 

Other outside investments, stated in the order of their perma- 
nency or un-liquidity, are vacant land held as an investment, in- 
come-producing real estate held as an investment, mortgages re- 
ceivable, and marketable securities. 


VALUATION OF OuTSIDE INVESTMENTS 


Stock of a subsidiary corporation should be carried at cost, 
unless the cost per share exceeds the present value per share 
based upon the net worth of the subsidiary corporation. In case 
an accountant is permitted to examine the books and accounts of 
the subsidiary companies, he should be able to state whether their 
stock owned by the holding company is worth the amount at 
which it is carried, and his report should state clearly his opinion 
with regard to this matter. In case he is not permitted to examine 
the books and accounts of the subsidiary corporations, he is in 
no position to state whether the permanent holdings are carried 
at conservative valuations, but his report should show upon what 
basis these permanent holdings are valued. 
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Unimproved real estate should be carried at acquisition cost, 
plus the cost of all improvements and carrying charges to date. 

Improved real estate should be carried at acquisition cost, 
plus the cost of all improvements and additions. If a piece of 
property is purchased, and money has to be expended in order to 
put it in shape for occupancy, such outlays should be capitalized. 

Bonds of other corporations should be carried at par if pur- 
chased on that basis. If purchased either at a premium or at a 
discount they should be carried at their investment value as de- 
termined by the process of amortization. If bonds are acquired 
as a temporary investment they may be carried at cost unless that 
cost is materially in excess of their market value. 

Stocks of other corporations should be carried at cost unless 
the aggregate cost of such stocks is materially in excess of their 
aggregate market value, in which case the writer favors the setting 
aside of a reserve for fluctuations in stocks owned, rather than 
adjusting the asset account to agree with the market value. The 
year following may find the aggregate market value of these 
securities below the aggregate cost, and in that case the reserve 
created to provide for former shrinkage may be abolished. The 
setting up such a reserve calls for a surplus adjustment. The 
writer contends that it is advisable to carry marketable stocks at 
their cost, and if it becomes necessary at any time to provide for 
the excess of aggregate cost over aggregate market value, such 
adjustment is not necessarily a permanent one, but is made in 
order to show the realizable value of the stocks as at a particular 
moment of time. The reserve for fluctuations in stocks owned 


provides an ideal way of showing the shrinkage in the value of 
this class of assets without affecting the status of the account, 
and also without affecting the net results from current operations. 
Of course, the reserve should be shown as a deduction from its 
correlative asset rather than as a liability. 

Mortgages receivable should invariably be carried at their face 
value. Interest accrued on mortgages receivable, and also on 
bonds of other corporations, is a current asset of the same nature 
as accounts receivable, except, possibly, a little better secured. 
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ARRANGEMENT OF OuTSIDE INVESTMENTS IN THE BALANCE SHEET 


In both balance sheets submitted in this instalment the outside 
investments are shown in the order of their permanence. Whether 
or not this order should be reversed when showing the current 
assets and liabilities first is a question to be settled. 


Some accountants include marketable securities among current 
assets. The writer considers that under the sub-heading of “cur- 
rent assets” should be shown only the regular and usual current 
assets of the business :—cash, accounts receivable, notes receivable, 
accrued items, and inventories of salable goods. Marketable 
securities may be held permanently: the intent of the manage- 
ment when acquiring them determines this point. The stock of 
subsidiary companies which is acquired as a permanent invest- 
ment may be marketable. Income-producing real estate may be 
quite as marketable and quick an asset as stocks and bonds, though 
this is not usual. All tangible fixed assets, outside investments, 
and some of the current assets, may be pledged to secure loans if 
they are free from liens. Marketable securities are considered by 
some to be current merely because they can be readily converted 
into cash. This does not seem to be a logical method of determin- 
ing which assets are current. Marketable securities should be 
considered as a current asset only when the business is regularly 
dealing in this class of commodities. A mercantile business may 
acquire marketable securities with the intent of carrying them as 
permanent investments—using them as collateral to loans as 
needed. 


NATURE OF CURRENT ASSETS 


Current assets should include all the working assets of the 
business. In other words, it should include all the assets which 
regularly result from the ordinary operations of the business. 
Some accountants make a distinction between current assets and 
working assets, placing under the latter sub-heading inventory 
items. This is not at all general in practice, however, and it is 
usual to find that accountants include inventories among current 
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assets. As to whether the following items should be included 
under current assets or deferred charges to profit and loss is 
somewhat a matter of individual opinion: 

Insurance premiums prepaid, 

Office supplies on hand, 

Stable supplies on hand, 

Advertising supplies on hand. 
‘The above items are inventories, as much as merchandise stock, 
and they are current in their nature, but, of course, they represent 
expense items paid in advance. They are not directly converted 
into other assets, but are eventually consumed in the operations 
of the business. At any particular time such items as stationery 
and printing have very little value for liquidating purposes, and 
it would seem better practice to include such items under deferred 
charges to profit and loss. There are arguments in support of 
both theories. As stated heretofore, the term “current assets” 
is not necessarily synonymous with “quick assets.” Certain fixed 
assets may be converted into cash quite as readily as some current 
assets. Marketable securities are no doubt very quick assets and 
yet it seems rather illogical to include this class of assets under 
current assets. Mortgages receivable may be classed with market- 
able securities, the same as listed stocks and bonds, but it would 
seem advisable to carry all such investments under outside invest- 
ments, showing the degree of liquidity by arrangement of these 
outside investments, rather than by including some of them under 
current assets. 


VALUATION OF CURRENT ASSETS 


Accounts receivable should represent the gross amount due 
on open personal accounts, exclusive of any accounts which are 
known to be uncollectible. In case accounts receivable consist 
of other than customers’ accounts it is desirable to make a dis- 
tinction between customers’ accounts and other accounts receiv- 
able. In case a reserve is provided for doubtful accounts, it 
should be shown as a deduction from its correlative asset rather 
than as a liability. 

Notes receivable should be carried at their face values ; interest 
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accrued on notes receivable should be shown thereafter as a 
separate item. 


INVENTORIES 


Salable merchandise on hand should be inventoried at the 
most recent invoice costs. To the total invoice cost of merchandise 
on hand should be added a proper amount to cover freight and 
hauling inward. In case this total cost of merchandise on hand 
is materially in excess of the market value, it is well to call at- 
tention to this fact in the comments of the report; but no adjust- 
ments should be made so long as the total cost is not in excess of 
the amount at which the merchandise can be sold, after deducting 
operating expenses. In other words, it is safe to carry salable 
merchandise on hand at its cost price, provided such merchandise 
will yield enough to pay for itself and also for the expenses of 
disposing of it and for its share of the other operating expenses. 
If a mercantile business be liquidated, of course, the merchandise 
may not be worth the market value. This discussion has to do 
entirely with a going mercantile business, and it is reasonable to 
assume that goods which are in perfect condition, and not out of 
season or out of style, may safely be carried at “laid-down” cost, 
provided the selling price of such goods is sufficiently in excess 
of the “laid-down”’ cost, to yield a trading profit that will cover 
the proposition of operating expenses applicable thereto. In other 
words, if the goods can be turned into cash without showing a net 
loss, it would seem unwise to adjust the cost to agree with the 
market value. Goods which are shop-worn, or otherwise damaged, 
or the value of which has materially decreased because of change 
in styles, or because of their being out of season, should be in- 
ventoried at both cost and depreciated value. When the difference 
between the cost and the depreciated value is material, the writer 
advocates the setting up of a reserve to cover this shrinkage, 
rather than diminishing the inventory by such an adjustment. 
In this way the cost of goods sold is not abnormally affected, and 
the adjustment by reason of the shrinkage in the value of goods 
on hand is shown as a surplus adjustment, or as an extraordinary 
charge to profit and loss after arriving at net profit from opera- 
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tions. The reserve for shrinkage in inventory values is permitted 
to stand on the books until the close of the next fiscal period, at 
which time it is adjusted to agree with the conditions as at that 
date. In this way the cost of goods sold and the gross profit from 
operations are not affected by adjustments which have nothing to 
do with the current operations. In case the reserve for shrink- 
age of inventory values is created, it should be shown as a deduc- 
tion from the cost of salable goods on hand, rather than as a 
liability. 


ARRANGEMENT OF THE CURRENT ASSETS OF THE BALANCE SHEET 


Current assets should be shown on the balance sheet according 
to their availability, or liquidity, regardless of whether the fixed 
assets and liabilities or the current assets and liabilities are shown 
first. The current assets and liabilities have nothing whatever to 
do with the fixed asseis and liabilities, and if we show the fixed 
assets in the order ct their permanence, why should we not show 
the current assets in the order of their liquidity ? 


NATURE OF DEFERRED CHARGES TO PROFIT AND Loss 


“Deferred charges to profit and loss” is a term employed to 
designate expense items paid in advance. It is necessary to con- 
sider such items as assets if for no other reason than to be able 
to compile an accurate profit and loss statement. The effect which 
such items have upon the balance sheet may be immaterial, the 
aggregate amount not being in excess, perhaps, of $3000. If the 
profit and loss statement is inaccurate to the extent of $3000, that 
inaccuracy is much more obvious than if the same inaccuracy 
were committed in the balance sheet. The profit and loss state- 
ment affords statistics that are of vital importance to the man- 
agement, and it becomes necessary to take into consideration all 
expense items paid in advance, or accrued, in order to present 
an accurate narrative covering the operations of a business for 
a given period of time. Deferred charges to profit and loss are 
of a current nature, and it may be more logical to show them next 
to the current assets, regardless of whether the fixed assets and 
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liabilities or the current assets and liabilities are shown first. 
They are usually considered as rather non-important items in the 
balance sheet by bankers, credit-men, etc.; hence the reason for 
showing them as the last group on the asset side. 

The writer is anxious to ascertain whether or not this is 
acceptable practice, and also whether deferred charges to profit 
and loss should include all supplies on hand that are eventually 
consumed by the business in its operations, or supplies, such as 
office supplies, stable supplies, etc., should be included among the 
current assets, and next to merchandise inventories. Interest 
prepaid on notes discounted is as much of a current asset as 
stationery and printing on hand, and it seems more logical to 
include under deferred charges to profit and loss all expense 
items paid in advance. 


ARRANGEMENT OF DEFERRED CHARGES TO PROFIT AND Loss 
ON THE BALANCE SHEET 


Some accountants always show deferred charges to profit and 
loss next to current assets while others make a practice of show- 
ing them as the last item on the asset side of the balance sheet. 
Where this class of assets consists of several small, unimport- 
ant items, it would seem desirable to show them as the last thing 
on the asset side of the balance sheet, regardless of whether the 
current assets and liabilities or fixed assets and liabilities are 
shown first. 

The arrangement of this class of assets should be according 
to their monetary values, the largest amount coming first, and the 
smallest amount coming last. 


Frixep LIABILITIES 


Fixed liabilities should be shown first on the liability side of 
the balance sheet, provided the fixed assets are shown first on 
the opposite side. In case there are both bonds and mortgages 
outstanding it seems proper to place the larger amount first. 

Interest accrued on bonds payable and interest accrued on 
mortgages payable should be shown as current liabilities, and not 
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as fixed liabilities. It is true, of course, that in case of fore- 
closure all interest accrued is considered as a part of the original 
debt; but, in the case of a going business, the interest accrued 
on all fixed liabilities should be considered as current indebted- 
ness. The real status of the fixed liabilities is in no way altered 
by the accrual of interest. 


CurrRENT LIABILITIES 


Current liabilities should be arranged in the same order re- 
gardless of whether the current assets and liabilities or the fixed 
assets and liabilities are shown first. Accruing liabilities should 
be included under current liabilities. Dividends declared but not 
paid should also be included under current liabilities. 


Net WorrtuH 


In the corporate form of business net worth consists of the 
par value of capital stock issue and outstanding, plus surplus or 
minus deficit. 

Surplus may consist of (a) appropriated surplus, and (b) 
undivided, or unappropriated surplus. 


(a) Appropriated Surplus 

This sub-division of net worth includes reserves, created out 
of net profits from operations, which ultimately revert to surplus, 
—such as reserve for bond sinking fund; also surplus not avail- 
able for dividends,—such as net proceeds realized from the sale 
of treasury stock donated for the purpose of raising additional 
working capital ; and so-called “capital surplus” which may result 
from the reduction of shares outstanding, or from bookkeeping 
entries which create “capital surplus” to offset “water” included 
among the fixed assets. It is hoped that the time will come 
when court decisions and accountants’ opinions will make it 
necessary for corporation officials to credit “capital surplus” re- 
sulting from the donation of treasury stock, or from any other 
unnatural act of philanthropic promoters, to the account, or ac- 
counts, which include overvalued fixed assets. 
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(b) Undivided Surplus 

Under this sub-division of net worth should be shown the 
balance of undivided surplus as at the beginning of the period 
under audit. To this amount should be added the net profit for 
the period under review. If a net loss, it should be deducted 
from the balance of surplus as at the beginning of the period. 

Any transaction occurring during the current period, and any 
bookkeeping adjustment made during the current period, which 
materially affects the earnings of a prior period, or which is 
chargeable or creditable to the accumulated net earnings, or 
which is not regular to the current operations of the business, 
should be shown as surplus adjustments, and not be included in 
the profit and loss statement. The profit and loss statement 
should exhibit only the revenue and expenses that are regular to 
the current operations of the business. A matter of one or two 
surplus adjustments may be shown on the balance sheet, but 
where there are more than, say, two surplus adjustments it is ad- 
visable to provide a separate schedule showing such adjustments 
in detail, in which case the balance of surplus as at the beginning 
of the period will be shown as “Balance December 31, 1910 as 
adjusted—See Exhibit A—Schedule 6 (or whatever the number 
may be).” 
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The Relation of Cash Discounts to Goods Valuation 
and to Reserves for Bad Debts 


By THomMaAs WARNER MITCHELL 


The purpose of this article is to suggest and describe a method 
of treating cash discounts which does not seem to be used ex- 
tensively in practice, and, further, to show a logical connection 
between cash discounts and the valuation of goods purchased 
or sold on the one hand and between cash discounts and allow- 
ances for uncollectible accounts on the other. 


Let us first review current and past practice with reference 
to cash discounts. Two methods of treatment have been ex- 
tensively recommended in accounting literature. The first is 
to credit the discount actually taken on goods purchased and 
to debit the discount actually taken by customers on goods sold 
to an “interest and discount” account. It is not necessary to 
discuss this practice here, since it seems no longer to hold the 
approval of those who stand high in the accounting profession. 
The second treatment is to credit the discount actually taken 
on goods purchased to a special “discounts gained” or “discount 
on purchases”’ account, and to debit the discount actually taken 
by customers to a “discounts lost” or “discount on sales” account. 
This seems to be the general practice, at least as represented in 
recent literature on accounting. “Discounts gained” would al- 
ways have a credit balance, if any at all; and this is customarily 
interpreted as constituting a source of profit. Similarly “dis- 
counts lost” would always show a debit balance, if any at all; 
and this is customarily interpreted as constituting a source of 
loss. 

One is tempted to ask, if discounts taken by customers 
constitute a loss, why offer such discounts? Would the 
JourNAL readers be startled if the writer should state that dis- 
counts taken by customers are not losses; and that, instead of 
discounts taken on purchases constituting gains, discounts offered 
on purchases but not taken are really losses? This is precisely 
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the statement which the writer makes, a statement the truth of 
which will be demonstrated in the following pages. 


Suppose that the A B Co. has turned out a mass of goods 
which, for spot cash, it could sell at $100,000 and net a proper 
profit. However, goods are not customarily sold for spot cash. 
Let us introduce two modifications one after the other; viz.: (1) 
let the goods be sold on credit without risk of loss from un- 
collectible accounts; (2) let us then introduce the risk element. 

First, the riskless credit sale. Suppose that the credit period 
is 60 days, but that the accounts are certain to be collected in 
full at the end of that time. Can the A B Co. afford to sell 
the above mentioned goods for $100,000 in these circumstances ? 
Obviously, No. If it had the $100,000 in cash in its possession 
instead of having it locked up in book accounts, it could be 
earning interest on this sum during the 60 days, either by lending 
it at interest, or by laying it out in the acquisition of more goods 
with which to effect other profitable sales. With the time element 
which attaches to every credit transaction is introduced an 
element of interest (or discount) even though there should be 
no risk. Consequently a higher price, representing this interest 
or discount element, must be charged for goods sold on credit. 


Perhaps it is well to pause here and point out the difference 
between interest and discount. Suppose that I discount at the 
bank my 60-days note for $1,000 receiving as proceeds $990. 
The difference of $10, when considered in relation to the face 
of the note, $1,000, which is a sum payable at a future date, is 
discount; the rate is 1% for a unit-period of sixty days. This 
same difference, when considered in relation to the proceeds 
$990, which is a present sum, constitutes interest; the interest 
rate is 1.01-++ %.* 


* The relation between corresponding interest and discount rates may be 
expressed by formulae as follows. If i represent the interest rate and d the 
discount rate, both expressed decimally, then 


d 
and i— 
1—i 1—d 


The interest rate will always be somewhat larger than the equivalent discount 
rate since the base is smaller. 
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Suppose that the riskless rate of discount (not interest) cor- 
responding to a 60-day period is 1%. On this basis 99 cents 
would be the present worth of $1 receivable at the end of 
60 days, and $100,000 would be the present worth of $101,010.10 
receivable at the end of that time. The A B Co., therefore, would 
have to charge $101,010.10 for these goods in order to be placed 
in the same position that it would be in if it sold them for 
$100,000 spot cash. If these goods were sold in equal amounts 
to 1,000 different customers, then each customer would have to 
pay $101.01+ for his goods if he paid at the end of 60 days 
instead of the $100 which he would pay if he bought them for 
spot cash. The extra $1.01-+ is interest on the capital, $100, 
which is invested in the account during the 60-day period. 

What does this mean? It means, at the outset, that every 
person who buys goods and does not pay cash and take the 
discounts offered him, not only pays for goods, but interest 
on borrowed capital as well. In any proper accounting the 
interest should not be charged to the account with the goods, 
but should be separated and charged to a distinct account. 

But the above was on the assumption that there was no risk 
of loss in the credit transaction. Now let us introduce the 
risk element. Suppose that the above mentioned goods were sold 
to a class of customers such that the A B Co. may expect to 
“lose” 1% from uncollectible accounts. Can it now afford to 
sell these goods for $101,010.10? Obviously, no. If it did 
so and failed to collect 1% of the accounts, it would have only 
$100,000 in cash at the end of the 60-day period. Obviously, 
the company must charge such a price for its goods that though 
it fails to collect 1% of the accounts thus created, the collection 
of the other 99% will still net it $101,010.10+ in cash. In 
other words it must sell these goods at a gross valuation of $102,- 
030.41—, or it must charge each of the 1,000 customers $102.03+ 
instead of $101.01-+, the 60-day riskless price, or instead of 
$100, the spot cash price. If, as anticipated, 1% of the gross 
sales thus stated, or $1,020.30, should prove uncollectible, the 
company would still collect the necessary $101,010.10 from 
the remainder of the accounts. 


Suppose that the anticipated “loss” of $1,020.30 eventuates, 
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and that it is represented by 10 accounts which are lost in toto. 
Then for the sake of analysis we may divide the total sales into 
two parts, namely, 10 accounts amounting to $1,020.30, which 
prove uncollectible, and 990 accounts of $102.03+ each, aggre- 
gating $101,010.10, which are collectible in full. Qn a spot cash 
basis the ten customers (assuming that they would have pur- 
chased) would have paid $100 each, or $1,000 in the aggregate; 
on a 60-day “riskless” credit basis they would have paid 
$101.01-++ each, or $1,010.10 in the aggregate. The latter sum 
is the real “loss” which results from their failure to pay. 

But who bears this loss? The 990 customers who do pay 
what they owe. On a spot cash basis these customers would have 
paid $100 each or an aggregate of $99,000. On a “riskless” 
60-day credit basis they would have paid $101.01 each or an 
aggregate of $100,000; in this case the other $1,010.10 would 
have been paid by the other ten customers. But on the “risky” 
60-day basis they pay $101,010.10-+, which is $102.03 each, 
or $1.02 mere each than where the risk element is assumed to 
be absent. This excess of $1.02 each paid by the 990 customers 
makes good the $1,010.10 lost on the other ten customers. Thus 
they pay not only $100 each for goods, and $1.01 each for in- 
terest on capital invested in their respective accounts, but they 
contribute $1.02 each to make up to the A B Co. what the latter 
could not collect from the other ten customers. 

What does this mean? It means that the man who buys goods 
on credit and fails to take the discounts offered him but meets 
his own obligations not only pays for goods and for interest on 
borrowed capital, but he helps pay the debts of other persons 
who fail in whole or part to pay their own debts. He pays for 
goods, for interest, and for credit insurance. 

We might go further and see that he also pays costs of col- 
lecting not only his own account but those of other purchasers 
as well, but the foregoing analysis has been carried far enough 
to make the essential point. 

Now a man may not mind paying for the goods which he 
himself buys, nor for interest on the capital invested in these 
goods. But he doesn’t relish the idea of paying for someone 
else’s goods and interest on the capital invested in them as 
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well. How can he avoid it? By paying cash promptly and. 
taking his cash discounts. 

The A B Co. in the above illustration, while asking $102,- 
030.41 for its goods if sold on 60 days’ time, can afford to offer 
a discount of 1.99% for spot cash (ignoring the customary 
10-day period for sake of simplicity). If every customer paid 
spot cash and took his discount, the company would still collect 
its $100,000 cash at time of effecting the sales. But suppose 
that many of the customers did not take their discounts. Those 
who did pay spot cash would still pay only $100 instead of 
$102.03, and this $100 contains no contribution to pay the debts 
of defaulting customers. 

Thus it is that he who takes discounts offered on goods pur- 
chased gains nothing (except in the sense of avoiding loss) while 
he who does not take his discounts actually loses. The business 
man’s question, therefore, should not be, How much did I gain 
by taking discounts offered me? but, How much did I lose by 
not taking such discounts. The accounts should be so kept as 
to answer the latter question. How can this be done? As 
follows: 


Discounts offered on goods purchased should be deducted 
from the invoice price of the goods and the latter should be 
charged at cash cost laid down at the purchaser’s establishment. 
“Discount on purchases” or some similarly named account should 
be charged with the amount of the discount offered (representing 
a valuable right against the vendor) and the vendor credited 
with the full amount of the invoice. If the discount is taken, 
this will be represented by the usual credit to “discount on pur- 
chases” through the cash book. The balance of this account at 
any moment represents the amount of discounts not taken up 
to that moment. 


~ At the end of the fiscal period this balance should be analyzed 
and interpreted, that part representing discounts on invoices 
less than 10 days old being an asset, reserve or offset against the 
accounts payable, the remainder representing discounts offered 
but lost through failure to pay cash in time. This interpretation 
will raise the question, Why were these discounts not taken? 
Was it through lack of cash working capital or through negligence 
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on the part of someone whose duty it was to attend to these 
matters ? 

Where a columnar purchase book is used, the accounting for 
discounts offered on purchases can be handled very nicely by 
means of a special discount column. The following is an extract 
from a purchase book used by the writer in one of his illustrative 
class problems : 


Inv. Amt. Freight 
Date F. Acct. Credited No. 


Jan. 4 North Star Desk Co. ............... I 1,000 
wan 3 250 25. 


119,589.75 638.25 


In the first and second items a discount of 1% is offered for 
cash in ten days. As shown, the supply house is credited with 
the full amount of the invoice, the furniture and fixtures and 
fuel accounts are charged with only the cash price, a “discount 
debit” column being provided to take care of the discount offered. 
The total of this discount column is posted to the debit of “dis- 
count on purchases.” If the discounts are taken, corresponding 
credits will come through the cash book. 

The third and fourth items in the above extract also illustrate 
one method of treating freight and cost of operating teams in 
connection with incoming goods, a method which may deserve 
brief attention in passing. The cost of incoming goods consists 
not merely of the sum payable to the supply house, but all costs 
incurred in laying the goods down in the establishment of the 
purchaser—freight, cost of hauling from the transportation ter- 
minal, and, in the case of machinery and the like to be used 
in the establishment, even the cost of setting up the article in 
position and condition ready for operation. That the freight 
is a part of the cost of the goods is coming to be generally rec- 
ognized, although the frequent practice is to charge it to a sepa- 
rate “freight” account instead of to the account with the goods 
in question. The purchasing agent in compiling his purchase 
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data, for instance, indicates on his cards not only the prices 
quoted by various supply houses with their discounts and other 
terms, but the freight rates which would apply in a purchase 
from each house; and he takes the freight rates into consideration 
in placing his order. That the cost of hauling these goods from 
the freight station to the establishment, whether by outside teams 
or by one’s own teams is simply another transportation cost and 


Stable Expense Disct. Raw Material Fuel Sundries 
Cr. Dr. Dr. Dr. Dr. 
10 goo F&F. 
2.50 247.50 
15. 3-75 286.25 
7.71 144. 7,168.71 
149.04 328.71 15,690.18 1,612.07 102,746.08 


a part of the cost of the goods in question, does not seem to be 
so generally recognized, although to the writer it seems obvious. 

In the illustration the freight charges have been included 
in the valuation at which the respective goods accounts have 
been charged, and entered as a credit in a “freight” column. 
This credit represents, momentarily at least, a debt owing to 
the transportation company (or to the supply house in case the 
freight is prepaid—but in this case it would be included in 
the amount entered in the “Amt. Credit” column); when the 
freight bill is paid the freight account is to that extent wiped 
out by means of a debit coming through the cash book. 


The “stable expense” feature is handled by working out, 
on the basis of experience or otherwise, an hourly cost of operat- 
ing the teams. Then time of teams consumed in hauling in 
goods is charged at that rate to the account of the goods in 
question, time consumed in delivering goods to customers or to 
the freight station may be charged to, say, a “merchandise distri- 
bution” account, and so on, and credited to “stable expense.” 
The charges to stable expense would represent feed consumed, 
wages of drivers and stablemen, depreciation of stable equipment 
and the like. 


In the above illustration the hourly rate was worked out on 
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the basis of the full number of working hours a month. Time 
consumed in work would be represented by credits to the stable 
expense account, idle time by a debit balance left in the account. 
The latter might be interpreted as value lost through inefficiency 
in planning the work of the teams, through having too much 
stable equipment, and the like, and be considered to be an ad- 
ministrative loss. The effect of operating the account in this 
way might well be to cause more attention to be given to the 
management of the teams, reduction of this equipment if it is 
too large for the business or the hiring out of some of the teams 
during the season of slack traffic. The propriety of applying 
the idle capacity idea to the stable equipment the writer will not 
pause to discuss here, his only purpose being to suggest the idea 
and raise the question. 


To sum up to the present point, the proper valuation at which 
to charge goods purchased is considered to consist of the invoice 
price less the cash discount offered (whether taken or not) in- 
creased by the freight and haulage cost. The question will now 
be asked: If discounts offered on purchases should be deducted 
in determining the value at which they should be charged, should 
not discounts offered on goods sold logically be deducted to 
determine the value at which such goods should be credited? The 
writer’s answer is, Yes. 


To illustrate the application of this idea the following extract 
is reproduced from a sales book used in one of the writer’s 
classes. The illustration represents a foundry business in which 
four classes of castings are made and sold. 


Date Acct. Debited Inv. No. Amt. Dr. 
= 
31,202. 


Here each customer is charged with the full invoice price. 
“Discount on sales” is credited with the amount of cash dis- 
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count offered and the respective sales accounts are credited with 
the net amount after the discount percentage is taken off. The 
footing of the “discount” column is posted to the credit of “dis- 
count on sales.” If the discounts are taken, corresponding debits 
will come through the cash book to offset these credits. If all 
discounts offered are taken, the “discount on sales” account will 
be exactly wiped out. If any discounts are not taken by the 
customers the effect will be to leave a credit balance in the 
discount on sales account. In closing the books, if such a credit 
balance is found it should be scrutinized to see what it represents. 
That portion representing discounts on accounts less than ten 
days old should be treated as a “discount reserve” to serve as 
an offset of that amount to the accounts receivable account. That 
portion which represents discounts offered on accounts more 
than ten days old should be broken up, as we shall see later on, 
into two parts one of which represents interest earned on the 
investment in these accounts, the other an allowance for uncol- 
lectible accounts. 


Now as to the connection between cash discounts and the. 
allowance for uncollectible accounts. In recent years has grown 
up the practice, in closing the books at the end of the fiscal 
period, of making a charge to some account and crediting “reserve 
for bad debts” an amount representing an estimated loss from 
uncollectible accounts. Sometimes this has been computed as 
a percentage of the sales made during the fiscal period, sometimes 
as a percentage of accounts and notes receivable outstanding at 
the closing date. 


Disc’t Sand Phosphor 
Cr Iron Blast Brass Bronze 
4.25 168.30 252.45 
2.29 117.81 108.90 
8.08 235.62 217.80 346.50 
ere eee 2s ta \ 
312.01 11,713.68 9,046.13 6,751.80 3,378.38 


In making these entries I am not aware that any accountants 
have connected them with discounts on sales. Indeed, in view 
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of the customary practice of ignoring discounts on sales until 
they are taken by the customer and then interpreting them as a 
loss, it is not surprising that no such connection has been made. 
Yet I think that a little thought will show that there is a very 
close connection between the two. 

The point I wish to make is that the invoice price of goods 
sold on credit includes an allowance for uncollectible accounts 
and that the credit to “discounts on sales” made, according to 
the treatment described above, contains the allowance for bad 
debts. To bring out this point we may profitably refer to the 
illustration of the A B Company, which sells on 60 days’ credit 
for $102,030.41, goods which it might profitably have sold for 
$101,010.10 if the risk element had been absent, or for $100,000 
spot cash. In other words this company, while selling on 60 
days’ credit at the prices indicated, might very well offer a dis- 
count of 1.99% for spot cash (ignoring the 10-day period cus- 
tomarily allowed in which to remit and obtain the discount). 
According to the method of treatment described above, the entry 
at time of making the sales would, in effect, be as follows: 


Let us interpret the credit to “discounts on sales.” At the 
time of making the entry it is of the nature of a reserve for 
discounts, an offset against the accounts receivable account which 
has been charged at the 60-day invoice price. At the time of 
closing the books and to the extent that the credit balance rep- 
resents discounts which had lapsed because the discount periods 
had expired, the natural inclination would be probably to interpret 
this balance as a gain. 

But, hold! As we saw in the earlier discussion $1,020.31 
of the above credit to “discounts on sales” represents the amount 
which it was anticipated, in the work of price-fixing, would be 
lost through uncollectible accounts. The remaining $1,010.10 
represents interest asked on the investment of capital in these 
accounts if they are to run 60 days; if the anticipated loss 
eventuates, this and this only will be the “gain” contained in the 
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credit to “discount on sales.”” The $1,020.31 will not be “gained” 
unless all the customers pay their accounts and pay them promptly 
when due. In the meantime this represents the allowance made 
for uncollectible accounts. It constitutes, under another name, 
a reserve for bad debts. ; 

The foregoing argument may be reinforced by considering 
what would happen if all the customers paid cash and took their 
discounts. In that case the “discount on sales” account would be 
wiped out through the cash book, and with it the reserve for 
uncollectible accounts. But, of course, if all customers pay cash 
and take their discounts there will be no need for a reserve for 
bad debts. If some customers take their discounts and others 
don’t, the “discount on sales” account and with it the reserve for 
bad debts will be only partly wiped out and, indeed in the propor- 
tion of prompt cash payment. If none takes his discounts, the 
whole account and in it the reserve for bad debts will remain. 
This, of course, is all as it should be. The “discounts on sales” 
account automatically accommodates the measure of reserve for 
bad debts to the customers’ habits of payment, provided that the 
percentage of loss is correctly chosen in the first place. 

In setting up a pro forma “reserve for bad debts” account 
in closing the books, therefore, the logical account to be charged 
would be “discounts on sales.” The entry would be: Discounts 
on sales—reserve for bad debts $1,020.31. This would separate 
the allowance for uncollectible accounts from the interest on 
the capital invested in the accounts. 

This procedure might settle the controversy as to the classifi- 
cation of losses from uncollectible accounts, whether they should 
be considered as trading or administrative losses or general 
expense or as a deduction from sales revenue. Strict applica- 
tion of the idea developed above would put them in neither class 
directly, but make them a deduction directly from discounts on 
sales. In a certain sense we might say that they were deducted 
from gross sales revenue at the time of recording the sale. 

While the above described method of creating the “reserve 
for bad debts” is the logical one, practical expediency may dictate 
a modification to the extent of making the charge directly to 
some other and distinct account. The purpose would be to rep- 
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resent losses from uncollectible accounts as an actual expense 
of conducting the business instead of merely as a loss of sales or 
discount revenue. 

The logical justification of such a modified procedure is that 
business houses deliberately sacrifice some goods by selling them 
to customers who will not pay for them in order to make other 
sales to other customers of the same class, customers who will 
pay and whose accounts will be so profitable as to compensate 
fully for the sacrifice. The illustration of the A B Company 
is in point. There were 1,000 prospective customers of a certain 
class. If sales were made to them, some ten customers (their 
identities not known in advance, of course) would not pay for 
their goods; but nine hundred and ninety would pay and their 
trade would be very profitable. Obviously the company will 
not turn down the nine hundred and ninety profitable customers 
in order to avoid the ten. Instead it fixes the price so as to collect 
enough from the nine hundred and ninety to pay all the expenses 
and a fair profit on the whole business, and then sells to the whole 
thousand. The $1,020.31, or rather to $1.010.10, which the ten 
customers who eventually default do not pay may be considered 
as a part of the cost, deliberately though necessarily incurred, to 
obtain the profitable orders from the nine hundred and ninety. 

Therefore, the allowance made for uncollectible accounts 
may very properly be set forth as a separate item of trading 
expense. As an offset to it of course would be the amount left 
in the credit balance of “discounts on sales.” 

In conclusion, it is in order to repeat that there is a very close 
connection between cash discounts offered and the valuation at 
which goods should be charged or credited on the books on the 
one hand and between cash discounts offered on sales and the al- 
lowance for uncollectible accounts on the other. These relation- 
ships should not be ignored in the accounting for these items. 
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Profit and Loss—or What? 


By WALTER C. WryE, C. P. A. 


With the growth of the accountancy profession there has de- 
veloped a medley of words to express the results of business 
operations which is reaching serious proportions. That this is 
being recognized in the profession is evidenced by the appoint- 
ment of a committee more than two years ago by the American 
Association of Public Accountants to establish a standard termi- 
nology that might be recommended for general use. Since then, 
two or three excellent articles have been written for THe Jour- 
NAL OF ACCOUNTANCY upon the subject, and in the meantime the 
profession has been going its own sweet way in the use of terms 
and forms. 

It is not my purpose to piunge into the subject at large but 
rather to take one concrete case and stir up a little agitation if 
possible or at least add something to the spasmodic discussion 
which has been going on. Up toa few years ago every ledger had 
an account called “profit and loss” or “loss and gain” and the 
yearly operating statement was thus headed. On the credit side 
were carried all credit balances of accounts and on the other side 
all debit accounts which were to be closed. With the develop- 
ment of “scientific” accounting, however, diversions from this 
stereotyped form of words have come to life, together with 
changes and divisions of arrangement of the various accounts 
going to make up the schedule. 

We find, therefore, during recent years such headings for the 
statement as these: 

Trading statement and profit and loss. 
Manufacturing statement and profit and loss. 
Income and expense. 

Income and expenditure. 

Revenue and expense. 

Revenue and expenditure. 

Income and outlay. 

Income and outgo. 
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The statement itself may be variously called a profit and loss 
statement, a revenue statement, an income statement or an operat- 
ing statement. The State of Massachusetts in its required annual 
report for insurance companies for the year 1911 has introduced a 
similar statement which it calls “underwriting income and expense 
and investment income and expense.”’ A study of these headings 
indicates their probable derivation from certain lines of business 
with which the accountant may be largely familiar. With the 
exception of the first two and the insurance form which must be 
somewhat limited in their use, the other headings might well be 
used for all kinds of business endeavor, whether municipal, public 
service or mercantile. This gives us six different forms of head- 
ing for the same statement and brings us perhaps to the meat of 
the discussion. 

What do these words mean, and do they constitute proper 
terms under which to group the accounts affecting profits? We 
find two words common to the profit side of the statement, viz: 
income and revenue; and a reference to the dictionary gives little 
assistance in a choice of them, the commercial interpretation in 
Webster’s dictionary being substantially the same in each case. 
Both terms appear to have originated with public utility and other 
large enterprises, but if they are applicable to large commercial 
organizations, why not to small ones? In my own experience 
I have seen so many statements of municipalities and public 
service corporations using the term income and accrued income 
where the immediate receipt of cash constitutes substantially the 
entire revenues, that the general term income conveys more the 
meaning of actual cash or earnings received. On the other hand 
“revenue” suggests returns of all kinds whether accrued or re- 
ceived, against which may be charged expenses of operating, and 
applies with equal force to a street railway and a trading concern. 
In the waterworks schedules recommended by the Bureau of the 
Census, in which the income is not necessarily immediately pay- 
able, the word “revenue” is used and the Interstate Commerce 
Commission in its forms of annual report while using the term 
“operating income” on the summary pages has adopted “revenue” 
on all detailed schedules. Consequently, the word “revenue” 
would seem desirable for all purposes, and quite as much for 
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mercantile statements as for those of the larger commercial enter-- 
prises. 

On the other side of the statement we find a greater variety 
of words with a corresponding difference in their meaning. They 
naturally group, however, into the divisions of expense or ex- 
penditure and outlay or outgo. 

Referring again to Webster’s dictionary we find an interpreta- 
tion very similar in the first group, but the word “expenditure” 
suggests more the thought of disbursement while “expense” im- 
plies the idea of cost which may or may not require an immediate: 
payment. If this interpretation seems to conform to general usage 
of the words, and I think it does, the word expense as a general: 
term to cover all costs of operation is preferable. 

Taking up the words “outgo and outlay” we again get little 
satisfaction from the dictionary. The meaning of both, however, 
by definition implies more the idea of immediate than future ex- 
penditure. Outlay comes to us more directly from municipal 
accounting as will be seen by reference to uniform accounting 
literature and forms. In the United States Bureau of the Census, 
Special Report on the Statistics of Cities, 1906, we find: “In the 
beginning * * * ‘outlay’ was a general term used in referring 
to amounts of cash paid, but gradually it has come to be employed 
only in speaking of the costs of permanent properties and im- 
provements and not in referring to the costs of operation and 
maintenance * * * . If the usage adopted by the Bureau 
of the Census can be generally accepted, it will differentiate 
outlay as fully as expense has been differentiated in commercial 
accounting.” This quotation would seem to limit the use of the 
word to municipal accounting and to that form of expenditure 
which applies to assets rather than to revenue. If this construc- 
tion is being given to the word in municipal accounting schedules. 
it is apparent that it is receiving an unwise use in its application on 
a revenue statement. 

The dictionary meaning of outgo—namely, that which goes. 
out, or is paid out—suggests again the immediate expenditure 
rather than the inclusion of accrued expense. Granting, how- 
ever, that it may include expense incurred as well as paid, may 
it not properly include capital outlay quite as much as operating 
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outgo and is there not a constrained interpretation given the word 
in confining its use to outgo appertaining to operating only? 

If my logic has any merit, therefore, it brings us to the con- 
clusion that the heading “revenue and expense’ best meets the 
requirements of general practice. While it may well be said that 
the references used apply to a limited number of business enter- 
prises it is solely because so much more careful consideration has 
been given to the nomenclature of these particular activities; and 
of course it will be evident that only an outline of argument has 
been presented here in support of the results reached. To those 
who are using different phrases the first impulse will perhaps be 
to fortify their present practice and pass the question. 

The paper is presented, however, with the desire that it may 
stimulate some thoughtful consideration in the use of these groups 
of words and that it may serve some purpose in the discussion of 
accounting terminology. 
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The Audit of Banks of Discount and Deposit 


By MELBourNE S. Moyer, B.C.S., C.P.A. 


SECOND ARTICLE 


The securities should be examined next. It will be easy to 
verify those belonging to the bank as they will usually consist 
of substantial blocks of gilt-edge and well-known investments. 
The collaterals will be mixed and varied: savings bank books, 
certificates of deposit, life insurance policies, certificates of stock 
of various local corporations—some written on the typewriter— 
mortgages and securities listed on the stock exchange. 

Before beginning the auditor should acquaint himself with 
the laws concerning the pledging of collateral of the state in 
which the bank is doing business, and should see that these laws 
have been observed. In some states the signing of a power of 
attorney in blank for the transfer of stock, as is done in New 
York, is not sufficient; the company (or the transfer agent) must 
be notified. An insurance policy must, of course, be assigned 
by the beneficiary and the assignment must be registered with 
the company. A list of all assigned policies, giving the policy 
number and the name of the assured, should be sent to each in- 
surance company for confirmation. The same procedure should 
be followed with savings bank books and certificates of deposit. 

If, for a loan to, say, John Smith personally, there are found 
as collateral bonds or stock registered in the name of John 
Smith, treasurer, or John Smith, trustee, it should be severely 
criticized. The borrower may have no authority to pledge such 
stocks or bonds and in the event of their being sold for non- 
payment of the loan the bank might find that the transfer had 
been stopped. 

As the securities are inspected the coupon bonds should be 
examined to see that the next and all subsequently maturing 
coupons are attached. A list should be made of the securities 
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and the collaterals, giving the number and a description (e. g., 
in the case of bonds: N. Y. C. & H. R. R. R. refunding gold 
3's 1997 J. & J. 1; and of stocks: Helena Lt. & Ry. 5% cum. 
pfd.). This list will be in great demand later. It will be em- 
ployed when having the securities appraised; when comparing 
the collateral seen with the descriptions on the notes; in verify- 
ing the revenue account; and so far as the bank’s securities are 
concerned, for reference in future audits. If it is not the first 
time the bank has been audited, this list should be compared with 
the list made at the last audit and all changes checked with the 
analysis of the investment account. If the analysis of the in- 
vestment account does not show a transaction during the period 
under review, any changes in the numbers on the certificates or 
the bonds should be thoroughly investigated. The securities 
may have been lent to another bank, in which event the cor- 
respondence would give the history of the transaction and very 
likely show the numbers of the certificates or the bonds involved. 
In the case of a national bank a certificate should be obtained from 
the Comptroller of the Currency in Washington, stating the 
amount of bonds held to secure circulation. Another letter asking 
for a confirmation of the amount of circulation outstanding 
should be forwarded at the same time. 

The bank’s own securities can be appraised by the auditor 
if they consist of stocks and bonds listed on the stock exchange, 
which is usually the case. This should invariably be done and 
if there is not a reasonably safe margin between the book value 
and the market value, comments should be made. If it is in- 
tended to express an opinion as to the adequacy of the collateral, 
a local banker or stockbroker will have to be employed to ap- 
praise at least the local securities. If all the security lists—the 
bank’s investments as well as the collaterals—are given to an 
appraiser, the auditor will relieve himself of much detail and 
save considerable time. The life insurance policies will have 
to be appraised by an actuary if appraised at all. As soon as 
all the securities have been seen they can be released. This 
leaves only the notes under seal. 


The accounts between the bank and its correspondents and 
reserve agents (correspondents with which it has checking ar- 
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rangements) are verified by statements. They are sent to cred- 
itor banks and are received from debtor banks. The statements 
to be forwarded should be written by the bank’s staff and checked 
and mailed by the auditor. They should be transmitted with a 
letter—cashier’s authorization and all—similar to the one sent 
with the checks taken to the clearing house. A stamped en- 
velope addressed to the auditor’s office should be enclosed. The 
requests for a statement sent to debtor banks should be of the 
same tenor. This insistance on having an officer of the bank 
“authorize” the furnishing of information when dealing with 
other banks is due to their ultra-conservatism. This does not 
apply so much to the banks in the metropolitan district around 
New York as to country banks. The banks of New York City 
are accustomed to being examined. Where mail is in transit 
only overnight, the statements should show three days’ trans- 
actions before, and the same number of days after the beginning 
of the audit. For banks at a greater distance the number of 
days shown will have to be correspondingly increased. 

When there is a sudden drawing down of deposits, a bank 
may find itself short of cash. It is usual in such cases for it 
to take out some of its choicest notes and send them to one of 
its reserve agents for discount. Instead of crediting “notes 
receivable” as a commercial concern does, a bank usually credits 
an account called “notes rediscounted.” To be sure that they 
did not follow the “commercial” procedure and then forget to 
tell the auditor about it, the letters enclosing, and requesting, 
statements should all ask whether the correspondent had dis- 
counted any paper endorsed by the audited bank and whether 
the same bank is liable on any loans. 

If the bank being examined holds a federal charter, a letter 
should be addressed to the treasurer of the United States at 
Washington asking for a verification of the five per cent fund. 
This is a deposit kept with the United States treasurer against 
which he charges the notes of the bank as redeemed. In ac- 
cordance with the national bank act it must be maintained at 
five per cent of the circulation outstanding. The bank under 
investigation may have sent some national bank notes to Wash- 
ington for redemption, against which it has received no returns. 
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If so, a separate letter should be sent asking for a confirmation 
of this item. 

The loans and discounts should be verified by footing the 
ticklers and then running off these footings on an adding ma- 
chine. The resulting total, of course, will be the combined 
balances of the notes receivable and the time loans accounts. 
After this proof has been made and until all the items in the 
tickler have been checked the book must not be permitted out of 
sight unless it is sealed so that it cannot be opened. If it must 
be used by the bank staff it should be done so only under observa- 
tion. A new tickler for each month is a great advantage here 
as the current month’s book can be released as soon as all the 
notes maturing in that month have been seen. 


Some banks do not take into consideration in their statements 
the amount of discount unearned. If this condition is met the 
adding machine slips mentioned should have each item marked 
with the maturity date it represents. It can then be used in 
calculating the amount to be stated in the balance sheet. Or if 
the policy of the auditor or his firm is to submit a balance sheet 
“as per the books” and confine all the adjustments to criticisms 
in the narrative of the report this forms the basis for such criti- 
cism. This calculation will be dealt with when taking in the 
income account. 

Before beginning the examination of the notes in detail a 
list should be made showing the directors and the corporations 
or firms with which they are connected and the officers and 
principal employees of the bank. This should be studied care- 
fully until each and every name is sufficiently impressed on the 
mind to be instantly recognized ; then proceed. First examine the 
names on the tickler representing the notes that were checked 
into this book the day the audit began, to see if any of the names 
on the list appear among the makers or the endorsers. The 
tickler will very likely show the name of the endorser as well 
as that of the maker, but if it does not these notes will have 
to be traced into the discount register which always shows the 
name of the endorser. The discount register (or book and 
sometimes “tickler,” but this latter is a perversion of the word) 
is the book of original entry for notes discounted. It shows: 
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date discounted; maker; endorser; for whom discounted; date 
of the note; time it has to run; date due; rate of discount; 
amount of discount; and then as many columns as there are de- 
positors’ ledgers so that the general ledger controlling accounts 
can be posted in total. 

In “the good old days” the offering book preceded the dis- 
count book as the book of original entry. In it were entered all 
the notes offered to the board of directors for discount. As a 
borrower is reasonably sure that his request will be granted be- 
fore the matter goes before the board, from 95% to 100% of 
the offering book entries were copied, after the board meeting, 
into the discount register. 


After the tickler has been examined for directors’ or em- 
ployes’ names, take up the examination of the paper on hand. 
This is a decidedly tedious task, but if the audit is to be of any 
value the work must be done conscientiously and the writer con- 
siders it entirely too important to entrust to an assistant. As 
the names of the directors or their concerns and of employees 
appear either as maker or as endorser, the notes should be 
entered on the lists started for this purpose which should show 
in which position the name appears. The collaterals listed on the 
notes should be checked with the list made at the time the se- 
curities were examined. A number of the notes maturing within 
two weeks or perhaps a month of the beginning of the audit will 
be missing. These are the foreign discounts (notes payable in 
other cities) and have been forwarded to correspondents for 
collection. The tickler should be checked against the discount 
collection register and if neither book shows the endorser each 
note will have to be traced into the discount book as was done 
with the paper maturing the day after the audit began. A list of 
these notes forwarded to each correspondent should be made, 
and sent with a letter asking whether it held for collection on 
the day the audit commenced the notes shown on the list. That 
the correspondents of the bank may be put to the least annoy- 
ance possible, this list and letters should be enclosed with the 
statement letter mentioned earlier. 
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EDITORIAL 


Authority and Responsibility of the Auditor 

The independent audit of corporation accounts, while, com- 
paratively speaking, in its infancy in the United States, is rapidly 
growing in favor and in a few decades at most will become 
universal. It is, therefore, important that the appointments of 
auditors should be made in the manner best calculated to ensure 
the maximum of efficiency. At the outset it is well to have 
clearly in mind that the function of the auditor is primarily to 
safeguard the interests of the creditor and stockholder. If 
any question arises upon which the management takes a position 
inimical to the interests of the stockholders the auditor is bound, 
no matter what the source of his appointment, to be guided by a 
lively sense of his ultimate responsibility. In passing it must 
also be emphasized that the work of an auditor is not based upon 
an exact science and that every balance sheet and every profit 
and loss account to which he is asked to certify is in a very sub- 
stantial measure an expression of opinion and therefore subject 
to honest divergence of views both as to form and to substance. 
It, therefore, follows that an auditor’s most important duty is 
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to satisfy himself that correct principles have been carefully ad- 
hered to in the preparation of the accounts. It is all very well to 
verify the existence of the cash balance; to trace receipts into 
bank; and to compare vouchers with the entries for payments; 
but an auditor who upon the basis of such an audit appends his 
certificate to the annual accounts of a commercial undertaking 
is guilty of false pretense. To the investor who has lost his money 
it is cold comfort to learn too late that while the auditor was 
careful as to the petty cash he gave no heed to the inventory 
that was taken upon a wrong price basis, or included obsolete 
and unsalable goods, or included year after year increasing 
quantities of goods for which the invoices were not taken into 
the accounts until the succeeding year. No wonder the banker 
who has been lending money criticises the auditor when it is 
found after the crash that bad debts, advances to officers and 
similar items make up a large portion of the accounts receivable, 
or that replacements have regularly been charged to capital. 
These are only a few of the seemingly obvious points that an 
auditor’s certificate is supposed to cover—and does cover in 
every audit worthy the name. 

Unfortunately some accountants, and we fear their number 
is distressingly large, do not take their work with a sufficient 
degree of seriousness, and give audit certificates that deserve 
less confidence than they inspire, however small that measure 
may be. This is not a pleasant statement to make, but account- 
ants may as well face the truth that is so luridly illustrated by 
conspicuous instances of clean certificates given to accounts 
grossly erroneous and that have been a means to the entailing of 
heavy losses to creditors and stockholders. Every profession 
is encumbered with some members who are unworthy, and ac- 
counting is probably no worse off in this respect than others; 
but whether few or many the shyster accountants should, 


wherever possible, be exposed and driven out. Such men are. 


not entitled to the professional courtesy and protection that 
members of a profession extend in ordinary course to one an- 
other and in particular to those of their number who suffer from 
unjust attack or other misfortune. Hitherto our state societies 
have shown a reluctance to deal with cases of professional mis- 
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conduct and while it is to be hoped that the occasion will be 
rare for the application of the branding iron or even of the rod 
it is still more fervently to be hoped that when the occasion does 
arise the duty will not be shirked. 

Representative accountants all over the country are keenly 
alive to the desirability of maintaining high standards of pro- 
fessional conduct and attainment, and we believe may be relied 
upon to do their full share in establishing and administering 
discipline, but after they have done all that lies within the field 
of their control there remain at least two other measures that 
would do much to strengthen an auditor’s certificate and give it a 
more definite value. 

The first of these measures is found in the election of the 
auditors by the stockholders at their annual meeting. This prac- 
tice has been followed for many years in England and what at 
first was a business custom is now established by law. In the 
United States the appointment of auditors is usually left to the 
board of directors although in some notable instances, of which 
the United States Steel Corporation is one, the stockholders elect 
auditors. It is probably true that an English stockholders’ meet- 
ing is more largely attended and the proceedings considered of 
more importance than is a similar gathering in this country. 
Whether this is attributable to a relatively larger number of 
persons who depend upon dividends for their income and hence 
display an intelligent interest in the management of their prop- 
erties or to whatever reason, there is no doubt that the English 
stockholder looks upon the directors whom he elects as in a very 
real sense his trustees and requires from them a degree of ac- 
countability that would astonish many an American director. 
The stockholder therefore expects to be furnished with a balance 
sheet and profit and loss account not as a matter of courtesy on 
the part of the directors but as his right beyond question or 
dispute. Furthermore, he is equally accustomed to proving the 
fairness of the accounts submitted no matter how honored are 
the names of the directors who present them, and this proof he 
seeks to obtain through auditors of his own selection. 

There is a rugged manliness in this way of dealing that de- 
velops business character and contrasts favorably with the all 
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too general tendency in America to fall back upon the Govern- 
ment and its agencies to correct all the evils in the business world 
and to protect all the fools who venture into it. 

As already intimated the stockholders’ annual meeting in this 
country is frequently a cut-and-dried affair conducted merely as 
a necessary formality. This is not always so, however, and the 
fact remains that this meeting is a powerful weapon in the 
hands of stockholders, who have a right to and upon occasion 
do use it effectively. In many cases, of course, the directors are 
the principal stockholders and in the latter capacity have the 
same rights as other stockholders while in other instances they 
are able to control the meeting by means of proxies they have 
received by solicitation or otherwise. In all such meetings it 
may be said that an election of auditors would amount to pretty 
much the same thing as an appointment by the board of directors. 
Reflection, however, will we think disclose a vital difference in 
principle. In the one case the auditor receives his instructions 
from, 1veports to and may be summarily dismissed by the directors, 
while in the other as the agent of the stockholders he must 
report and be directly responsible to them and to them he ap- 
peals for continuance in his official relation. It is not implied 
that boards of directors at all frequently make any attempt to 
interfere with an auditor’s exercise of his full duty, but there 
need be no hesitation in affirming that the election of the auditor 
by the stockholders tends to strengthen his position and in a 
case where the matter becomes of importance enables him to 
insist upon the presentation to the stockholders of accounts that 
are reasonably full and are not misleading in any material par- 
ticular, and if his views are declined by the directors he has the 
power, if the circumstances warrant its use, to make his position 
and his reasons for its adoption known to the stockholders. Such 
an event would not often arise, as a knowledge of an auditor’s 
authority to meet it would in most instances restrain directors 
who might otherwise suppress the auditor’s report and pursue 
their own course regardless perhaps of the rights of other stock- 
holders. 

A considerable impetus is now being given to the growth of 
independent audits of corporations by means of clauses providing 
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therefor that, usually at the instance of bankers, are being in- 
serted in mortgages in connection with bond issues and with 
similar effect in agreements or by-laws in cases of companies 
bringing out issues of preferred stock. In such companies the 
auditor must be one satisfactory to the trustee or to the bankers. 
This, of course, tends directly towards securing a satisfactory 
degree of independence for the audit and must eventually, we 
think, wield an influence in favor of the auditor's election by the 
shareholders. 

The early adjudication of the auditor’s legal liability is an- 
other matter the determination of which will almost certainly 
do much to enhance the value of an auditor’s certificate. Prac- 
tically no cases of this kind have reached a decision in our courts 
although there are numbers of cases under English law where 
auditors have been held for heavy damages and in some instances 
have met with conviction in criminal prosecutions. Other cases 
are known of settlements effected out of court under which audi- 
tors have paid up huge sums and thus avoided a suit with an 
almost certain verdict. 

What would be the result of litigation of this kind under our 
laws remains to be developed, but it is not unreasonable to 
suppose that an auditor who certifies to the correctness of an 
accounting statement that is false in material matters fairly 
within the province of the auditor to verify would be liable for 
loss sustained by reason of an investment or granting of credit 
based upon such statement and certificate. 

When the pecuniary responsibility of auditors becomes an 
ascertained fact accountants will be more careful to use reason- 
able diligence than, we fear, some have been at times, and it is 
to be expected that in turn the business public will recognize the 
need of sustaining the honest and efficient auditor in the perform- 
ance of his difficult work which he carries out under a sense of 
moral obligation far in excess of his legal responsibility. 
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Board of Trustees’ Meeting 


The semi-annual meeting of the Board of Trustees of the American 
Association of Public Accountants was held at 30 Church Street, City 
of New York, on April 8, 1912. 

There were present: 


Vice-Presidents: F. W. Child, Connecticut; Henry R. M. Cook, New 
York; J. Porter Joplin, Illinois; J. J. McKnight, Ohio. 

Trustees: John A. Cooper, W. Sanders Davies, J. S. M. Goodloe, 
R. H. Montgomery, E. W. Sells, J. E. Sterrett, W. F. Weiss. 

The minutes of the preceding meeting as printed and distributed to 
trustees were approved. 


The report of the secretary giving an outline of the work under- 
taken since his assumption of duties on December 6th was received and 
filed. 


In the course of the secretary’s report attention was drawn to the 
difficulty experienced in securing information relative to the doings of 
state societies and on the motion of Mr. Cooper, duly seconded, it was 
voted that the trustees recommend to each constituent society that it 
appoint some member to communicate with the secretary of the association 
all items of interest relating to such society. 


The report of the treasurer showed receipts amounting to $7,886.60. 
Amount on hand—Trust Company of America, $195.96; State Savings 
Bank and Trust Company of Columbus, Ohio, $400; total $8,482.56. 
Disbursements, $2,386.46. Balance on hand, $6,096.10. 

The report of the executive committee stated that all matters of in- 
terest affecting the association had been discussed at six meetings of the 
committee and that careful thought had been given to the question of 
finance and an effort had been made to exercise economy. 


The committee on federal legislation reported that the campaign for 
securing amendment of the corporation tax law in so far as regards the 
date of making returns had been persistently continued. Several bills 
had been introduced in Congress and a hearing on House Bill 16,663 had 
been conducted by the Ways and Means committee at which the chairman 
of the committee on federal legislation and the commissioner of internal 
revenue appeared as witnesses. It was stated that the attitude of the 
Treasury department was now favorable to the amendment which the 
committee had in view and that the majority of the Ways and Means 
committee appeared to be in favor of the change. It was expected that 
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the bill would probably be reported out of committee before the end 
of the current session of Congress. The report also included a copy 
of a letter written by the secretary of the association to the Hon. Oscar 
W. Underwood, chairman of the Ways and Means committee, conveying 
the ideas of the committee on the proposal to extend the provisions of 
the federal excise law to include persons, firms and co-partnerships. It 
was also reported that the question of federal incorporation had engaged 
the attention of the committee. 

Mr. Montgomery stated that he and the secretary felt every confidence 
that the bill would go through during this session. In fact it would not 
have been delayed had it not been for the appropriation of $100,000.00 
called for in the bill which was included at the instigation of the Treasury 
department. 

The report of the committee on journal showed a marked improve- 
ment in the circulation of THE JourNnaL and drew attention to the need 
of more active interest on the part of members of the association both by 
subscriptions and by contribution of articles suitable for THE JouRNAL. 

On the motion of Mr. Sterrett, duly seconded, the following resolution 
was unanimously adopted: 


Resolved, That the American Association of Public Accountants re- 
cords on its minutes and conveys to Dr. Joseph French Johnson its 
deep sense of obligation to him for the able and unselfish labor in behalf 
of accountancy performed by him as editor of THe JourNAL or AccouN- 
TANCY from the beginning of its publication until November 30, 1911. 
Venturing into a new field and beset by many difficulties, THe JourNaAL 
has taken a high rank and has wielded an increasingly strong beneficial 
influence in the business community, and this association recognizes that 
the results achieved by THe Journat have been made possible only 
through the board-minded policies and enthusiastic efforts of its editor 
during these formative years. 


The report of the membership committee was read and adopted. The 
resignation of the Inc. Public Accountants of Massachusetts was accepted 
and the application for membership of the Certified Public Accountants 
of Massachusetts, Inc., was approved. 


The following gentlemen were elected to membership in the American 
Association : 


Fellow-at-Large: 
H. N. Holdsworth, Iowa City, lowa 
Colorado State Society of Certified Public Accountants 
Fellows: 


Ben Morris, C. P. A. 
G. R. Schaeffer, C. P. A. 


366 


| 
- 
| 


Associates : 
Gerald A. Torrence 
C. L. Heller 
E. A. Whitney | 
Reginald Thomas a 
W. Raymond Lonsdale 
Ernest R. Gunther 
Illinois Society of Certified Public Accountants 
Fellows: 
F. L. Wood, C. P. A. 
Albert T. Bacon, C. P. A. 
Thomas Dreever, C. P. A. 


Society of Louisiana Certified Public Accountants 


Board of Trustees’ Meeting | 


Fellows: 
Paul Havener 
C. G. Robinson 
Theo. Walgren 
C. A. Toups 
Associate : 4 
E. H. Overbey 


Society of Certified Public Accountants of the State of New Jersey 
Fellow: q 
John H. Bowman, C. P. A. 4 

New York State Society of Certified Public Accountants ° 
Fellows: 


Frank C. Belser, C. P. A. - 
Leon C. Beukers, C. P. A. { 
Edwin Harvey, Jr., C. P. A. 
Arthur M. Lovibond, C. P. A. 
Frederick E. Reeve, C. P. A. 

Frank W. Thornton, C. P. A. 

John R. Wildman, C. P. A. 

Hermann E. Goldschmidt, C. P. A. 

W. D. Hardy, C. P. A. 

Samuel J. Sonderling, C. P. A. 

Albert Star Moore, C. P. A. 

Lorin C. Powers, C. P. A. 

Elmer O. Stevens, C. P. A. (Subject to consent of Illinois Society.) 


Oregon State Society of Public Accountants 
Fellow: 
H. A. Moser 
Associate : 
W. B. Whitcomb 
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Texas State Society of Public Accountants 
Fellows: 
Charles F. Bridewell 
H. V. Robertson 
C. A. Richardson 
W. V. Lauraine 


Associates : 

S. A. Giraud 

D. A. McKeever 
Albert G. Moss 
Charles E. Scales 
F. J. McDonald 
W. R. McDonald 
J. P. Longon 

J. A. Phinney 
Lynn Walker 


Virginia Society of Public Accountants, Inc. 
Fellows: 

John W. Apitz, C. P. A. 
A. M. Pullen, C. P. A. 
A. L. Rawlins, C. P. A. 
Wm. R. Tolleth, C. P. A. 
Orrie H. Tufts, C. P. A. 
Geo. L. Whitehurst, C. P. A. 
Geo. B. Wilson, C. P. A. 
P. W. Robertson, C. P. A. 
J. E. Bates, C. P. A. 

Associates : 

A. T. Henderson, C. P. A. 

E. B. Jacobs 

Hans Deierhoi 

Lewis H. Bosher, C. P. A. 

J. A. D. Parrish, C. P. A. 


The report of the committee on additional societies stated that 
progress had been made and it was hoped that an outline would be 
ready for submission to the annual convention in September. 

; After discussion it was moved and seconded that a copy of an outline 
should be forwarded to the secretary of each state society and to mem- 
bers-at-large as early as possible. 

The report of the committee on by-laws was presented and the secre- 
tary was instructed to forward copies to members-at-large and to the 
secretaries of all state societies. 

A communication from the executive committee was read transmitting 
a resolution of the New York State Society relative to amendments to 
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the by-laws. After discussion, the matter was referred to the committee 
on by-laws with recommendations to embody suggested amendments 
in its report. 

The committee on annual meeting reported a tentative program for 
the annual convention to be held in Chicago. Mr. Joplin expressed the 
wish of the Illinois society that there should be a full representation 
from every section of the country. 

In regard to the publication of the 1911 year book the president 
reported that the long delay was due to the failure of members to 
respond to the request to send in their subscriptions and the executive 
committee had not felt justified in proceeding with publication until 
there was enough money in hand to be security against loss. He stated 
that the book would be ready for publication before the end of the 
month. 

The chairman of the committee on state legislation reported orally 
that progress had been made and that all matters of interest brought 
to the attention of his committee had received consideration. 

It was moved, seconded and carried that a committee be appointed 
to draft suitable resolutions in regard to the death of Mr. C. N. Vollum. 
The chair appointed Messrs. Goodloe, Cook and Weiss. 

It was moved and seconded that a committee be appointed to prepare 
a set of resolutions setting forth the thanks of the association to Mr. T. 
Cullen Roberts for his services in the past, and the chairman appointed 
Messrs. Davies, Sells and Sterrett to act. 

Meeting adjourned. 
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ConpucTED BY JoHN R. M.C.S., C.P.A. 
Prosiem No. 5 (DEMONSTRATION ) 


James Winston, who for several years has been engaged in 
the manufacture and sale of men’s shirts, feels that on account of 
his declining years it is desirable that he should take into partner- 
ship with him two of his employes. 

The factory is located at Troy, New York, while the selling 
and administrative office is in New York City. The general books 
are kept in New York, monthly reports of operations being re- 
ceived from the factory. 

The shirt on account of a peculiar and novel arrangement 
of the collar band and Winston’s originality in advertising has 
become extremely well-known and popular. 

It has been Winston’s practice during the last few years to 
withdraw, as soon as the profits for the year have been deter- 
mined, an amount equal to the profits in excess of $150,000. 

The articles of copartnership provide that the new partners, 
namely, F. H. Northrup and T. E. Ames shall have investments 
of $150,000 and $100,000 respectively. Northrup is to pay in 
$25,000 as at the close of business on December 31, 1911; while 
Ames is to pay in $20,000 as of the same date. The balance of 
each investment is to be charged with interest at the rate of 
6 per cent per annum, which interest is to be credited to Winston’s 
drawing account. 

It is provided in the agreement that the goodwill, estimated 
by Winston on the basis of excess income averaged for a period 
of ten years and capitalized at 6 per cent, shall be valued at 
$1,500,000 and shall be set up before the new partners’ accounts 
are opened. 

Profits are to de determined monthly. The existing system is to 
be extended so that book inventories will be possible. Profits 
are to be divided: Winston, one-half; Northrup, three-tenths ; 
Ames, one-fifth. 
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A trial balance of the general ledger of James Winston on 
December 31, 1911, before closing, is as follows: 


Debits 
Land, buildings and equip- 

Machinery and tools ...... 275,000 
Furniture and fixtures .... 12,000 
Securities owned ......... 200,000 
Materials and supplies, in- 

ventory 12/31/10 ....... 127,806 
Goods in  process—inven- 

Finished goods—inventory 

32,867 
51,477 
Accounts receivable ....... 103,041 
Notes receivable .......... 50,000 
Insurance unexpired ...... 
Advertising unexpired .... 5,875 
Gross purchases .......... 376,825 
Sales returns ............. 2,749 
Sales allowances ......... 1,846 
Trade discount on sales.... 7,411 

293,865 
Manufacturing supplies ... 1,527 
Factory expense .......... 20,902 
Salaries of salesmen...... 25,119 
Traveling expenses of 

8,623 
44,725 
Commissions to salesmen. . 9,462 
Salaries of clerks—N. Y. 

Office expense—N. Y. ..... 1,243 
Printing and stationery— 

Telegraph and telephone— 
3 
Legal expense—N. Y. ..... 5,000 


General expense—N. Y.... 7,490 
Interest on b. & m. payable _15,000 


Interest on notes payable.. 1,125 
Cash discount on sales .... 4,749 
6,273 
Bad debts—written off..... 740 

Total debits .......... $2,620,898 


Credits 

— Winston, proprietor.$ 848,654 

ond and mortgage payable 300,000 
Temes 6,273 
Wages accrued ........... 173 
Accounts payable ......... 04,862 
Notes payable ............ 75,000 
Interest accrued — notes 

1,125 


Interest accrued on bond 
and mortgage payable .. 
Reserve for depreciation of 
buildings and equipment, 


ates 302,000 
Purchase returns ..... ane 733 
Purchase allowances ...... I 
Trade discount pur- 

9,536 
Income from _ securities 

Interest on bank balances. . 947 
Rent of factory sheds ..... 600 
Interest on notes receivable 462 


Cash discount on purchases 9,044 


371 


| | 

| 

| 

= | 


The Journal of Accountancy 


The inventories at the end of the year were: Materials and 
supplies, $142,719; goods in process, $86,941; finished goods, 
$47,868. 


From the foregoing prepare: 

(a) Manufacturing, trading and profit and loss account for 
the year ended December 31, I9IT. 

(b) General balance sheet—December 31, 1911, after the ad- 
mission of the new partners, assuming the cash contri- 
bution to have been made. 


SOLUTION TO PRoBLEM No. 5 


A working sheet is unnecessary in the solution of this problem. 
To use one would involve a waste of time. Two of the advan- 
tages of a working sheet are the insuring of accuracy in the 
results where adjustments are numerous and freedom from worry 
as to the completeness and arrangement of the accounts until 
the accurate results are obtained. In this case neither of these 
two obstacles appears. The adjustments are few and the arrange- 
ment is ideal. It would therefore seem preferable to express such 
facts as supplement the trial balance in journal entry form and 
take cognizance of them in preparing the required statements. 

Viewed with regard to their relation to the books and accounts 
the entries will be seen to be of two kinds: first, those which 
close the books of James Winston and thereby determine his 
profit for the year; second, those which set up the goodwill and 
adjust the partners’ accounts. Those in the first class have to do 
with the nominal accounts from which the manufacturing, trading 
and profit and loss account is made. The others appertain only 
to the real accounts and may be made after the nominal accounts 
have been closed. 

The question sometimes arises as to whether or not new books 
shall be opened. Nothing would seem to be gained by opening 
new books, since the change involves only the adjustment of 
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proprietorship. The assets and liabilities will remain unchanged. 
The nominal accounts required in the future will be the same. 
Why, then, go to the trouble of opening new books on account of 
the change in proprietorship? The old books may have been 
filled up, or it may have been the practice of the bookkeeper to 
open new books at the beginning of each year. Such might be 
the reasons for so doing in this case. Surely it would not be 
made necessary by the admission of new partners. If new books 
were opened, it is probable that in accordance with the reading 
of the problem the entries would be made on the old books and the 
accounts transferred after they had been adjusted. 


The closing entries would require a charge to inventory (new) 


and a credit to inventory (old) for the three classes of inventory 
as follows: 


Materials and supplies—inventory (new) .............. $142,719 
Goods in process—inventory (new) 86,041 
Finished goods—inventory (mew) 47,868 

To materials and supplies—inventory (old) ............. $142,719 

Goods in process—inventory (old) 86,041 

Finished goods—inventory (old) 47,868 


The goodwill is frequently the cause of considerable mis- 
understanding. The situation in this instance is precisely the 
same as it would have been if James Winston in walking along the 
street had suddenly found at his feet a package of negotiable 
securities for which no owner could subsequently be found and 
had determined to invest them in his business. No one would 
think of saying that when he sold an interest in his business 
James Winston sold nothing but the bonds. The bonds would 
have been but a part of the assets representing Winston’s equity 
in the business out of which he sold a share upon which a value 
of $250,000 had been placed. 

Goodwill, granting that it was worth $1,500,000, which need 
not concern us for the purpose of this discussion, was not different 
from bonds except that the bonds were susceptible to the physical 
touch while goodwill was not. If it existed and was worth the 
value stated, it was one of the assets in which Winston’s equity 
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was vested and nothing more. When he sold from his equity 
$250,000, he did so without involving the goodwill any more than 
any other of the assets. The effect of setting it up was not to 
enable him to realize upon it when he sold a share of his proprie- 
torship to his partners. Their investment from the point of view 
of realization was of minor importance compared to Winston’s. 
The important feature of the copartnership was that it gave each 
new partner a voice in the management. Having built up the 
business Mr. Winston, or his heirs, is entitled to the benefits 
accruing from the goodwill. Placing a value upon the goodwill 
reduced relatively the investment of the new partners. It placed 
beyond dispute the value of the goodwill as among the partners 
in case of death or dissolution from other causes. 

In order to set up the goodwill the following entry might 
be made: 


To James Winston, proprietor ...............00. $1,500,000 


To place on the books the goodwill of James 
Winston, proprietor, prior to the entrance 
into the business of Messrs. F. H. Northrup 
and F. E. Ames as copartners. 


It seems unnecessary to frame the entry which would close out 
the nominal accounts on the books. It should suffice if attention 
is called to the fact that two entries would accomplish the closing 
after the inventories have been closed out. If reference is made 
to the trial balance it will probably be seen that the first entry 
would consist in charging profit and loss and crediting the ac- 
counts on the debit side of the trial balance, beginning with gross 
purchases, while the second would charge the accounts on the 
credit side, beginning with gross sales, and credit profit and loss. 
This explanation is made, of course, on the assumption that no 
intermediate, or group accounts, to reflect manufacturing or trad- 
ing are made in closing. 

The practice of raising group accounts on the books in closing 
is a subject concerning which questions are often asked. The 
answer seems to consist in saying that if a statement is not made 
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the books should show the intermediate steps in closing; if a 
statement is made from the books, it is much easier to prepare the 
statement from a comprehensive profit and loss account showing 
the details without grouping than from the intermediate accounts 
which are subsequently closed into profit and loss. It is probable 
that the statement in account form which is now known as the 
“manufacturing, trading and profit and loss account” came from 
a profit and loss account in the ledger of which it is a counterpart. 
The solution of this problem will perhaps be clearer if the man- 
ufacturing, trading and profit and loss account called for by the 
problem is now presented while the entries adjusting the proprie- 
tor’s accounts are postponed. until after the books have been | 
closed. 


JAMES WINSTON 


Manufacturing, Trading and Profit and Loss Account for the year ended 
December 31, I9QI1 


Debit Manufacturing section Credit \ 
1/1/11 12/31/11 | 
Inventories : Purchase returns ......... $ 732 

Materials and supplies...$ 127,896 Purchase allowances ...... 261 i 

s in process ....... 75,423 Trade discount pur- 

Finished goods ......... 32,867 9,536 

Gross purchases ...... .--. 376,825 Inventories: | 

293,865 Materials and supplies... 142,719 

Manufacturing supplies ... 1,527 Goods in process ....... 86,041 | 
Factory expense .......... 20,902 Finished goods ......... 47 


Balance carried down, be- 


ing cost of goods sold, 641,248 
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Debit Trading section Credit 
Balance brought down, be- ee ee $ 949,979 
ing cost of goods sold...$ 641,248 
2,749 
Sales allowances ......... 1,846 
Trade discount on sales.... 7,411 
Salaries of salesmen ...... 25,119 
Traveling expenses of sales- 
44,725 
Commission to salesmen... 9,462 
Balance carried down- be- 
ing gross profit ......... 208,7 
$049,979 $949,979 
Debit Profit and loss section Credit 
Salaries of clerks—N. Y. Balance brought down, being 
Office expense—N. Y...... 1,243 Income’ from _ securities 
Printing and stationery— 10,000 
547 Interest on bank balances.. 947 
Telegraph and telephone— Rent of factory sheds ..... 
263 Interest on notes receivable 462 
Legal expense—N. , 5,000 Cash discount on purchases 0,044 
General expense—N. Y. 7,490 
Interest on bond and mort- 
gage payable ........... 15,000 
Interest on notes payable.. 1,125 
Cash discount on sales..... 4,749 
6,597 
Bad debts—written off.... 7. 
Balance carried down, be- 
172,082 
$229,849 $229,849 
Debit Proprietorship Credit 
$ 22,082 Balance brought down, be- 
Proprietorship end of per- ing net profit ........ ...$ 172,082 
998,654 Proprietorship beginning of 
$1,020,736 $1,020,736 
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Transfers of  proprietor- Balance brought down, be- 
ship: ing proprietorship before 
To F. H. Northrup ....... $ 125,000 908,654 
205,000 


Balance being proprietor- 
ship after adjustment.... 2,293,654 


$2,498,654 $2,498,654 


While nothing was said im the problem to the effect that 
Winston would draw out $22,082 as representing profit for the 
year IQII, it was stated that his established practice in the past 
had been to withdraw annually an amount equal to the profits in 
excess of $150,000. There is apparently no reason why he should 
not continue the practice as in the past. The statement of fact 
in the problem relative to the established practice constitutes what 
might be called a “hint’’ and one on which the person attempting 
the solution of a problem should act. 


The withdrawal above referred to would have the effect of 
reducing cash. The transaction expressed in the form of journal 
entry would be as follows: 


James Winston proprietor ..........sccccscscccccccceses $22,082 
| 


For cash withdrawn, representing profits for the year 
ended December 31, 1911, in excess of $150,000. 


The charge might have been made to profit and loss instead 
of the proprietor’s account if the profit for the year had not yet 
been transferred. 


It is appropriate now that entries affecting the entrance into 
the business of the partners should be made. Nothing was said 
in the problem concerning the way in which the entrance was to 
be effected. Impliedly from the requirement as to the balance 
sheet the new partners are to contribute new capital to the busi- 
ness; not buy a share of the old business. The manner of mak- 
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ing the entries would depend upon whether the new partners con- 
tributed new capital or bought a share of Winston’s interest. 

Were the latter the case, as apparently it is not, an entry 
charging Winston’s proprietorship account and crediting the 
proprietorship accounts of the new partners would suffice. The 
cash, if cash were used in settlement, would be paid to Winston 
personally and would not enter into the business. 

As the matter appears herein, Winston allowed Messrs. Nor- 
thrup & Ames to come into the business, with combined cap- 
ital of $250,000 of which they contributed $45,000. The balance 
of $205,000 was loaned to them by Winston. For this loan he 
charged them interest at 6 per cent which was credited to his 
drawing account. 


An entry expressing the facts would read as follows: 


For investments of F. H. Northrup and T. E. Ames 
in the business of James Winston, of which Messrs. 
Northrup and Ames contributed in cash $25,000 and 
20,000, respectively, the balance in each case bearing 
interest at 6% per annum chargeable to the above 
mentioned gentlemen and to be credited to the 
drawing account of Mr. James Winston. 


After making the adjustments in the real accounts made nec- 
essary by the above and previous entries the balance sheet as 
below might be prepared. No mention having been made of a 
new firm name, it may be assumed that the firm will trade under 
the name of James Winston, which in New York State is possible 
if certain statutes are complied with. Such law requires that 
there shall be filed with the clerk of the county in which the busi- 
ness is conducted, a certificate, setting forth the name under which 
the business is conducted and the true or real full name or names, 
of the party, or parties, conducting the business, with the cor- 
responding post office address, or addresses. 
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JAMES WINSTON 


General Balance Sheet—December 31, 1911 


Assets 


Liabilities and capital 


Land, buildings and equip- 


GE 7 
Machinery and tools ..... $ 275,000 
Auto trucks .......... ....$ 25,000 
Furniture and fixtures..... $ 12,000 
Securities owned ......... $ 200,000 
Working and trading assets : 

Materials and supplies...$ 142,719 

Goods in process ....... 

Finished goods ......... 47.808 

Total working and trad- 
ing assets .......... $ 277,528 
Current assets: 

Accounts receivable ..... 163,941 

Notes receivable ........ 50,000 

Total current assets...$ 288,336 
. . .$1,500,000 
Deferred charges to ex- 

pense: 


Insurance premiums un- 


expired 
Advertising unexpired . 


Bond and mortgage payable $ 300,000 
Current liabilities : 


Taxes accrued ......... $ 6,273 
Wages accrued ......... 173 
Accounts payable ....... 

Notes payable .......... 75,000 


Interest accrued on bond 

and mortgage payable. _11,250 
Interest accrued on notes 

1,125 


Total current liabilities $ 188,683 


Proprietorship : 

Reserve for depreciation 
of buildings, equip- 
302,000 

Unrestricted : 

<4 Winston $2,293,654 
F. H. 150,000 
T. E. Ames ... 100,000 
——— 2,543,654 


Total proprietorship. . .$2,845,654 


Total liabilities and 


No. 5A (PRACTICE) 


The following is a trial balance, before closing, of the general 
ledger of Robert J. McDougall at December 31, 1911: 
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$ 276,838 
Commissions to salesmen.. 10,194 
Land, buildings and equip- 


628,576 
Securities owned ......... 200,000 
20,000 
Interest on notes payable.. 799 
Bad debts—written off..... 1,072 
Insurance unexpired ...... 628 
Machinery and tools ...... 375,000 
48,739 
Trade discount on sales... 7,381 
Interest on b. & m. payable 15,000 
Factory expense .......... 18,174 
Salaries of clerks—N. Y. 

ESE 11,456 
Furniture and fixtures .... 17,000 
Finished goods—inventory 

Advertising unexpired ... 613 

ds in process—inven- 

77.320 
Gross purchases .......... 303,852 


Manufacturing supplies ... 1,954 
Traveling expenses of sales- 


Legal expense—N. Y. ..... 3,500 
7,773 
Telegraph and telephone— 

271 
Salaries of salesmen ...... 25,071 
Materials and supplies in- 

ventory 12/31/10 ....... 125,164 
Notes receivable .......... 47,000 
Sales allowances .......... 3,078 
Office expense—N. Y. ..... 3,243 
Cash discount on sales .... 5,981 
Printing and stationery— 

7 
Accounts receivable ....... 166,687 
General expense—N. Y. .. 4,750 

$2,600,808 


Credits 
Purchase allowances ...... $ 371 
948,215 
Reserve for depreciation of 
buildings and equipment, 

Interest accrued on bond 

and mortgage payable... 11,250 
Robert J. McDougall, pro- 

876,479 
Income from _ securities 

Cash discount on purchases 8,872 
Bond and mortgage payable 300,000 
Purchase returns ......... 622 
Rent of factory sheds .... 772 
Interest accrued—notes pay- 

Accounts payable ......... 81,112 
Trade discount on _ pur- 

11,300 
Interest on bank balances.. 918 
Notes payable ............ 68,750 
Interest on note receivable 462 

Total credits .........$2,600,808 


The inventories December 31, 1911 were: Materials & sup- 
plies, $139,987; goods in process, $88,847; finished goods, 


$48,694. 
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Prepare: 

(a) Manufacturing, trading & profit & loss account for the 
year ended December 31, 1911. 

(b) General balance sheet—December 31, 1911. 


Announcements 


Messrs. Quail, Parker & Company announce that they have admitted 
to partnership Mr. Stanley Jones, and that they have opened additional 
offices at Salt Lake City, Mexico City and London. 


Messrs. Smith and Robertson; Kendall, Sewell and Moorhouse; and 
Eli Moorhouse and Company announce the consolidation of their firms 
as from April 1, 1912. The offices of the consolidation are at 1005-6 
White Building, Seattle. 


Society of Certified Public Accountants of the State of New Jersey 


At a meeting of the Society of Certified Public Accountants of the 
State of New Jersey in Newark on April goth, the following were ad- 
mitted to fellowship: Dora G. Roworth, C. P. A., of Newark; Hamilton 
M. Ross, C. P. A., of Passaic, and Ira C. Nichols, C. P. A., of Paterson. 
The following were elected Associate members: John Miller, of Elizabeth, 
and Sebastian Cabot, of Elizabeth. 

The following were elected delegates and alternates to the American 
Association : 


Delegates Alternates 
Frank G. DuBois T. Cullen Roberts 
Clarkson E. Lord Elial T. Foote 
W. Sanders Davies Edwin C. Woodling 
Benjamin F. Pabodie Frank Samuelson, Jr. 


Following the meeting a banquet was held at which the secretary 
of the American Association of Public Accountants (Mr. A. P. Rich- 
ardson), Mr. Edward T. Perrine, Mr. J. S. Lefevre and Capt. Charles 
Allen were the principal speakers. 
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The Legal Department of THE JOURNAL OF ACCOUNTANCY is prepared to ren- 
der a genuine service to its subscribers and readers, by undertaking to answer 
legal questions submitted to it. These questions, while they may be suggested 
by the problems that arise in the practice of our correspondents or by the more 
theoretical requirements of examination boards, should always be so stated as 
to call for single propositions of law. Whenever the Department receives a 
query the correct answer to which may vary with many possible but unstated 
circumstances the correspondents will be asked to give the details or advised 
to consult local counsel. Reasonably prompt replies by the Department will be 
made by personal communication or through the columns of THE JOURNAL. Ad- 
dress all communications to THE JOURNAL OF ACCOUNTANCY, Legal Department, 
198 Broadway, New York City. 


Stock Book or ForeiGN CorporaTIONS Must BE Kept Open FOR INSPECTION 


In the case of Hovey vs. DeLong Hook & Eye Company (133 N. Y. 
Supp., 25), recently decided by the Appellate Division, First District of 
New York, a penalty of two hundred and fifty dollars was recovered by 
a stockholder against the foreign corporation under Section 33 of the 
Stock Corporation Law, which reads as follows: 


“Every foreign stock corporation having an office for the transaction 
of business in this state, except moneyed and railroad corporations, shall 
keep therein a book to be known as a stock book, containing the names, 
alphabetically arranged, of all persons who are stockholders of the 
corporation. . . . Such stock book shall be open daily, during business 
hours, for the inspection of its stockholders and judgment creditors, 
and any officer of the state authorized by law to investigate the affairs 
of any such corporation. . . . For any refusal to allow such book 
to be inspected, such corporation and the officer or agent so refusing 
shall each forfeit the sum of two hundred and fifty dollars to be recov- 
ered by the person to whom such refusal was made.” 


In the prevailing. opinion of the court Presiding Justice Ingraham 
decides that if a foreign corporation maintains an office in the state 
it is not necessary to show that business has actually been transacted 
in that office. As long as it has such an office it is the duty of the cor- 
poration to comply with the provision of the statute. Moreover, if 
the legislature has power to require a foreign corporation that main- 
tains such an office to keep such a book, it certainly has power to 
prescribe the penalty for a refusal to obey its commands. Moreover, 
the learned justice maintains that this construction of the law could not 
affect its validity under the Constitution of the United States. The 
statute does not in any way attempt to regulate the business of the cor- 
poration or restrict it in transacting its business in the state of New 
York, whether that business is interstate business or not. No tax is 
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imposed upon the corporation nor upon its business, interstate or other- 
wise, but the law gives to the person for whose benefit the book is to 
be kept, a right of action to recover a penalty for the violation of its 
provisions. 


Mortcaces OF AFTER ACQUIRED PERSONALTY 


In the case of Trust Company of America vs. Natural Carbonic Gas 
Company (198 Fed., 928), decided in the Federal Circuit Court for the 
Southern District of New York, the question is raised whether a mort- 
gage given by a corporation covering real and personal property owned 
and to be acquired, extends to personal property subsequently acquired 
and necessary to the mortgagor’s business as against the claims of 
creditors. Sections 230 and 235 of the lien law of New York make chattel 
mortgages void as against creditors, unless they are filed and every 
year re-filed. Section 231, however, relieves corporations from the duty 
of filing and re-filing mortgages on their real and personal property as 
chattel mortgages. This section, however, does not define, nor in any way 
explain, the lien of the mortgages, and the question raised in this case 
was: Did the lien of the mortgage cover certain gas tubes, as they were 
subsequently acquired, as against the claims of the creditors of the 
mortgagor company? 


In the opinion of the court, two cases of the Court of Appeals of 
New York, namely New York Security & Trust Company vs. Saratoga 
Gas & Electric Company, 149 N. Y., 137, and Zartman vs. First National 
Bank, 189 N. Y., 267, are discussed. In the former case the rule is laid 
down that such mortgages do not cover subsequently acquired current 
funds or products of which the mortgagor had the absolute use and dis- 
position. The reason given is that such ownership is entirely inconsistent 
with the presumed intention when the lien was given. In the latter case, 
however, the view of the court seems to be that no after acquired chattels 
are covered as against creditors unless they are appropriated to the 
mortgagee either by some act of the mortgagor or by the mortgagee’s 
taking possession of them. In the latter case of People’s Trust Company 
vs. Schenck, 195 N. Y., 308, the rule is well settled that the lien of the 
mortgage extends to after acquired realty necessary to the company’s 
business as against the lien of a subsequent judgment. The federal courts 
have followed this broader view, and in the case of Pennock vs. Coe 
(23 How, 117), it was held that the lien of the mortgage was superior 
to the execution of judgment creditors against rolling stock of a railroad 
company acquired after the mortgage was executed. This seems to be 
the settled doctrine both in New York and in the federal courts. 
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DirFERENCE BETWEEN BOOKKEEPER AND CASHIER 


The Appellate Term of the Supreme Court of New York, in the 
case of Van Damm vs. New York Central Storage Company (132 N. Y. 
Supp., 304), points out the difference between an employee of the cor- 
poration whose duties are confined to bookkeeping and one who is a 
cashier upon whom summons may be served. In this case the duties 
of the employee were confined to bookkeeping and to the receipt of 
money when the superintendent was not at the office; moreover, he did 
not endorse any checks. Such an employee, the court says, cannot be 
classified as a cashier; he is a mere bookkeeper. 


CAN A PREFERRED STOCKHOLDER DEMAND THE REDEMPTION OF His Stock? 


In the case of Rider vs. John G. Delker & Sons Company (140 So., 
1011), decided by the Court of Appeals of Kentucky, a stockholder 
brought an action against the defendant corporation for the redemption 
of certain preferred stock pursuant to an agreement by the company that 
the latter after five years would redeem all preferred stock at par upon 
six months’ notice. The plaintiff also asked for the appointment of a 
receiver on the ground that the corporation was insolvent and was a 
losing venture. The court says that the stockholder cannot maintain his 
action for the redemption of the preferred stock because such a proceed- 
ing would prejudice the rights of the creditors of the corporation. The 
opinion of the court reads in part as follows: 


“The capital of a corporation is the sum total of its stock whether 
common or preferred. Certificates of stock are mere evidences that the 
holders thereof have invested the sums called for in the certificates in 
the enterprise. They run the risk of losing their stock if the business 
is not a success; as between themselves and third persons who deal with 
the corporation and give it credit, their stock is equally liable. It is onl 
in cases where the corporation is solvent and the rights of creditors will 
not be injuriously affected thereby that agreements as to preferences 
among themselves may be enforced. The entire capital without regard 
to any arrangement which may exist between common and preferred 
stockholders is at all times subject to and liable for the debts of the 
corporation, and no part of the capital can be withdrawn from the busi- 
ness until the debts of the corporation are satisfied ” 


The court also denied the plaintiff's demand for the appointment of 
a receiver on the ground that the mere insolvency of a corporation is 
not sufficient in equity to authorize the appointment of a receiver unless 
there is some evidence of waste, extravagance, carelessness, dissensions 
or fraud, and unless there is no reasonable prospect that, if let alone, the 
corporation will soon become solvent. 
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THE PRINCIPLES OF SCIENTIFIC MANAGEMENT. By Frep- 
ERICK WinsLow Taytor, M.E., Sc.D., Past President of the American 
Society of Mechanical Engineers. Published by Harper & Brothers, 
New York, 1911. Price $1.50 net. 

Much useless discussion could be avoided if the men who defend or 
oppose the principles of management as set forth by Mr. Taylor would 
read what Mr. Taylor has said. So long as the substance of Mr. Taylor’s 
treatises was buried from the public in the publication of a technical 
society there was some excuse for the failure to know what the author 
had said, but now that his Principles of Scientific Management have been 
put before the public in a new form and at a nominal price everyone 
should become acquainted with this the source of information at first- 
hand. Recent public discussions of the problems of business organiza- 
tion and management have shown that the majority of those men 
opposing the principles stated by Mr. Taylor have not read thoroughly 
or well what he has really said about them. It is a peculiar attribute of 
great books that they present their ideas in such a simple and direct way, 
that to most readers—especially those who are untrained in this method 
of gaining information from books—the statements seem self-evident 
truths. It is a familiar experience for most teachers of economics 
to hear their students remark after an assigned reading in Adam Smith’s 
Wealth of Nations that the book simply deals with common-sense de- 
ductions and that they cannot see why it should have such a reputation. 
Not until these students have begun to draw deductions from their own 
experiences do they realize the strength of the “common-sense statements” 
which are so sound and broad that every thinker sooner or later comes 
to rest upon them. Then the reader wonders at the marvelous insight, 
the philosophical deductions and the cosmopolitanism of the author. 

Careless and immature readers of Mr. Taylor’s writings have said 
that the books were interesting but very elementary—that the statements 
are part of the common experience of every man, etc., etc. But, on the 
other hand, men of long experience in management, who are trying to 
think their way clearly through a mass of complex business situations, 
have said that without exception they finally arrive at the same conclu- 
sion which had been only lightly considered in Mr. Taylor’s Principles 
of Management. “Read the book at least forty times,” says one man, 
himself a leading authority; and this same injunction has been repeated 
by many other specialists in industrial engineering and business organ- 
ization. 

A thorough and careful reading of this book would at least do away 
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with the common criticisms of this analytical method of treating problems 
of management—the criticisms, namely, that the motive is to speed up 
the working man unduly, that the methods of stop-watch time studies and 
of bonus rewards are undemocratic and insincere, that the outcome will 
be increased profits to the managers but harder work for the laborer. and 
a higher standard of possible accomplishment. The latter of these being 
set down in permanent time study records, can be used as a club to force 
the laborer to maintain the increased pace; while the bonus reward, 
when it has led the workingman far out of his old well-known paths of 
accomplishment, will prove a will-o’-the-wisp, leaving him stranded in 
the mire of an emasculated piece rate system of reward. 

A careful study of Mr. Taylor’s statements will show the reader 
that the speed boss is not a slave driver. In fact, the speed boss is 
not empowered to go beyond instructions any more than the laborer 
himself is. The speed boss’ functions appertain to regulating the speed 
of a machine and, by so doing, not only protect the laborer in his bonus, 
but protect him against accidents. Tools of some sorts by moving too 
slowly may be more dangerous to the safety of the man than when 
running at high speed. The speed boss in reality, instead of being a 
driver, is a lifter. He takes a load from the shoulders of the machinist, 
because he, as a specialist in the cut and feed and speed of tools, relieves 
the machinist of a big responsibility. Similarly is the time study man 
with a stop-watch an aid to the workingman. At present few men 
really know what they can or ought to accomplish. The time study 
puts into the hands of the workingman information that is as valuable 
to him as it is to the employer. When time studies have become general, 
then will the laborer have firm ground to stand on when he resists en- 
croachments upon what he feels are his rights. And, finally, it will be 
found that Mr. Taylor insists on the “fair deal” in his distribution of the 
savings which the laborer by his efforts and cooperation with the man- 
agement has made. In fact, it will be seen that unless the active and 
hearty cooperation of the laborer is secured and maintained the system 
of management as expounded by the author must fail. A manager who 
would play the old game of increasing the laborer’s output by stimulating 
him to greater effort under a piece rate system of payment and then 
cut the rate would simply commit industrial suicide. The whole system 
of scientific management stands on the fundamental idea of cooperation. 
That is the reason that the system of functional government cannot 
be put into an organization in a day. Time must be given for both master 
and man mentally to adjust themselves to cooperative ideas and to the 
methods of putting them into practical operation. 

When you have read Mr. Taylor’s book and mastered it, you may 
then profitably read other books on scientific management. 


RAILROAD OPERATING COSTS. By Surrern & Son, New York. 
Cloth. 8 in. x 12 in. 82 pages. Price, $2.00. 


386 


| 
| | 

| 

= 


Book Department 


This work is a study of the operating costs of the leading American 
railways from the viewpoint of the railroad manager. The book is 
equally valuable to investors and others interested in railroad operations. 
Since 1907, railroad accounts have been standardized by the Interstate 
Commerce Commission, thus enabling comparisons as to relative 
efficiency and economy in the operations of the various ail- 
road systems. In making such comparisons, however, the basic factors 
influencing operating costs must be borne in mind and the author wisely 
devotes a full chapter to a discussion of the physical characteristics of 
the leading companies. He criticises severely the heavy capital expendi- 
tures of the Pennsylvania, and the New York Central for terminals and 
other facilities which may not bring in additional revenue sufficient to 
cover the interest charges on these undertakings. In its analysis of the 
various standard units for measuring railroad operations, the work is 
not altogether satisfactory. A fuller and scientific treatment of this im- 
portant subject is desired. 


A. M. SAKOLSKI. 


Connecticut Society of Certified Public Accountants 


The semi-annual meeting and banquet of the Connecticut Society of 
Certified Public Accountants was held in New Haven on April roth. 
The secretary of the American Association of Public Accountants and 
Mr. Geo. E. Hill, formerly a member of the Board of Accountancy, were 
present as guests. 

The president, Mr. Frederick W. Child, read a paper on “Cost Ac- 
counts,” which was followed by a discussion. 

Mr. Child was elected as delegate to the annual convention of the 
American Association to be held in Chicago in September. In the event 
of his inability to attend, the question of appointing a substitute was left 
to the delegate-elect. 
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Correspondence 


ARRANGEMENT OF CURRENT ASSETS 


San Francisco, March 25, 1912. 


To the Editor, Journal of Accountancy: 

Sir: The author of the first article in Tue Journat for March 
seems to be somewhat disturbed because he says he has never heard of 
a “logical reason” for putting “cash” last under the sub-title “current 
assets” in a balance sheet. My reason for so doing is that I believe that 
the assets of the entire balance sheet should be listed in the order of 
their currency, beginning with the most fixed; and this order need 
not be changed simply because they are classified under the sub- 
headings, “fixed,” “current,” etc. 


Yours very truly, 
C. S. Rocers. 
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